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EXPLAINING THE CAPITAL MARRGEPE 
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DANGER FROM THE STERLING AREA 


“FREEDOM ”: versus PROSPERITY 
By T. Balogh 


CONVERTIBILITY WITHOUT THE 
“PRE-REQUISITES ” 


WELSH INDUSTRY IN THE BOOM 
By E. Victor Morgan 























Through our Branches in India and S.E. Asia, and a world 
wide network of Correspondents, we can offer to those 
who trade Overseas 





A COMPLETE BANKING SERVICE 























This has become a familiar face to millions — 
of savers, large and small. “Hastings and — 
Thanet” provides an eminently safe and : 
profitable investment, easily withdrawable : 


ces A ae 


ON sUMS UP TO £5,000 


Established over 100 years 


Assets £18,000,000 Hastings and Thanet 


Reserves £950,000 BUILDING SOCIETY — | 


bie aime, Base 
Sy iy 


Head Offices: 
Please ask for Balance loch : 
Sheet and Booklet abate = ” Ramsgate 
** Profitable Investment” — 99 Baker Street, London, W.1 4 St. George’s Pl., Canterbury 
without obligation, of 3-4 Cecil Street, Margate 41 Catherine Street, Salisbury 
41 Fishergate, Preston ; 88 Mosley St., Manchester, 2 
111 New Screet, Birmingham, 2 
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BRADBURY, WILKINSON & CO, LTD. 


—---- @@@- 


DESIGNERS, ENGRAVERS & PRINTERS 
of 
BANK NOTES, POSTAGE STAMPS, 
“BONDS, SHARE WARRANTS, 
CERTIFICATES, CHEQUES, 


and 
ALL DOCUMENTS OF SECURITY 


QO ———— 


HEAD OFFICE & WORKS: LONDON OFFICE: 
NEW MALDEN, SURREY | 20 COLEMAN STREET, E.C.2 
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TELEPHONE: WIMbledon 0033-4-5-6 TELEPHONE: MONARCH 7531-2 





Save Your Sight— 
By Ketter 











a lige 


LOU NGE By courtesy of Administrative Staff College, Henley-on-Thames 


i would be difficult to exaggerate the importance of good lighting in all walks of life, 
both for clear and comfortable vision and the preservation of good eyesight. For this 
reason we have always recommended the type of lighting that is glareless, shadowless 
and evenly diffused throughout, and the G.V.D. SYSTEM provides this in the most efficient, effective and 
economical manner, using the minimum of equipment necessary for the purpose. But anyone who tries 
to improve the eyesight of the public, whilst at the same time saving their pocket, seems to be considered 
in some quarters either a criminal or a fit subject for ridicule. 
The joy and comfort of really good lighting of the kind indicated must be experienced to be believed. The 
accompanying illustration is just one example of the magnificent lighting we produce. The lamps used are 
of the ordinary standard type. We design fittings for the purpose for which fittings should be designed, 
namely to enable you to see your surroundings clearly and comfortably. 
Moreover, the high intensities so often advocated are unnecessary and undesirable, for if we normally use 
no more than we really need, we shall always be able to see by the higher intensities when these occur, 
whereas if we get used to needlessly high intensities we shall lose the power to see by the lower intensities. 
Normally, about 5 foot-candles should be ample for all ordinary purposes, and when it is considered that 
a foot-candle simply means the light given by a candle a foot away, it will be realised that 5 foot-candles, 
evenly distributed, means that at every point in the room, you have the equivalent of 5 candles a foot away. 
It may be doubted whether there would be enough candles in London to light an average room with this 
all-round intensity! Yet many so-called experts advocate 10, 20 and even 50 or more foot-candles, which 
can only cause severe eyestrain, besides being grossly extravagant. Incidentally, the term “ foot-candle ”’ 
was evidently considered too simple and self-explanatory to please the pundits, as it has been changed to 
‘lumens per -penrg foot,’ ’ which conveys nothing to the layman. As Oscar Wilde said, “‘ To be intelligible 
is to be found out’ 


WE NEITHER USE NOR RECOMMEND FLUORESCENT LIGHTING, nor 

the very high intensities so prevalent to-day. In this connection it is not without 

significance that a recent report of the Ministry of Health discloses the fact that 

nearly 27,000,000 pairs of glasses were supplied during the first five years’ work of 
the National Health Service. 


For further particulars please apply to: 


G.V.D. ILLUMINATORS 


29b, TORRINGTON SQUARE, LONDON, W.C.1 
Telephone: MUSeum 1857 














SAFETY-FIRST INVESTMENT 


Income Tax paid y RE by the Society 


per annum 


Equal to £4.10.10 per cent to investors 
subject to income tax at the standard rate 


_ The current rate of interest on 
share accounts is 24%, and on 
ordinary deposit accounts 2%, 
with income tax paid by the 
Society in each case. Sums up toa 


total holding of £5,000 are 
accepted for investment in Abbey 
National. For further particulars 
apply for a copy of the Society’s 
Investment Booklet. 


Total Assets Exceed £213,461,000 


ABBEY NATIONAL 


BUILDING SOCIETY 
HEAD OFFICE: ABBEY HOUSE, BAKER STREET, LONDON, N.W.1 


For address of Local Office 


see Telephone Directory 


CVS~343 




















Architects: Sir Percy Thomas & Son, 10 Cathedral Road, Cardiff. 





An artist’s impression of the new Administrative 
Office Block at the Abbey Works, Margam, of 
The Steel Company of Wales Limited. 


JOHN MORGAN 


(BUILDERS ) LIMITED 
BUILDING AND CIVIL ENGINEERING CONTRACTORS 


Reinforced Concrete and Piling Specialists 
Contractors to H. M. Government 

















Northumberland Lodge, 14 Cathedral Road, Cardiff 
Telegrams: Jaymorgan °* Telephone: 23681 (6 lines) 


and at 30 Exchange Street East, Liverpool 
Telephone: Central 8252 


and 168/9 Terminal House, 52 Grosvenor Gardens, London, S.W.|. Tel: SLOane 0384 

















BANKING SERVICE... 


With Branches in Great Britain and throughout 
Ireland and agents and correspondents in all parts of 
the world The National Bank affords a unique banking 
service. In addition to the usual facilities available to a 
customer there are specially organized departments for 
Income Tax and Executor and Trustee business. The 
Agency of Dominion, Colonial and Foreign Banks is 

undertaken by the Bank. 


BRANCHES IN SOUTH WALES | 


CARDIFF: 3/4 HIGH STREET SWANSEA: 8/9 WIND STREET 
CARDIFF DOCKS: 125 BUTE STREET NEWPORT: 32 COMMERCIAL STREET 
ROATH: 6/8 ALBANY ROAD, CARDIFF 


NATIONAL BANK 


LIMITED 
HEAD OFFICE: 13-17 OLD BROAD STREET, LONDON, E.C.2 








Serve the World’s industries 


Mills ‘ Oilaulic” Presses are employed by a 
diverse and ever increasing number of industries 
in all parts of the world. These versatile 
machines, with their many and varied applica- 
tions, earn their place not only in large produc- 
tion lines but in smaller plants as well. 


Mills presses range from 2 to 200-ton standard 
models. Special models up to 500-tons capacity 
and variations to the standard models can be 
made to suit individual requirements. 


JOHN MILLS & CO, (LLANIDLOES) LTD. 
Railway Foundry, Lianidioes, Mont, 
Sole Agents—Alfred Herbert Ltd., Coventry 
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0.E.E.C. Publications 
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JUST PUBLISHED 
Private United States 
investment 
in Europe and the 
Overseas Territories 


comprehensive study points out the 











relatively small investment made by the 
United States in Europe and the Overseas L O M B A R D 
Territories since the war and tries to ascertain 


the obstacles to such investment and the ways B A N K I N G 





in which they can best be removed. LIMITED 
140 pp. Demy 8vo. BANKERS 
Price 8s. By post 8s. 3d. 
Lombard House ° 5 Aldford Street 
Park Lane . London, W.1 
Obtainable from GROsvenor 6211 (20 lines) 


H.M. STATIONERY OFFICE 


P.O. 


-——_—-_— - 


Branches and Agents throughout the U_K. 





Box No. 569, London S.E.1; or through any 
































bookseller | 
































Habib Bank Limited 


Established 1941 
Head Office : KARACHI (PAKISTAN) 


Authorised Capital .. = ne .. Pak Rs. 30,000,000 
Issued and Subscribed Py re .. Pak Rs. 15,000,000 
Paid-up Capital nA et 33 .. Pak Rs. 15,000,000 
Reserve Funds ne .. Pak Rs. 10,000,000 
Deposits as on Dec. 31, 1954 is .. Pak Rs. 431,800,000 





In selecting desirable trade relations for exports and imports with Pakistan, Habib Bank Léd., 
with 57 branches spread over West and East Pakistan, can prove to be most helpful and you 
are invited to use our services. 


The Bank is fully competent to handle all foreign exchange business, including opening and 
advising of commercial letters of credit, collection of documentary bills, remittances, etc. 


FOREIGN BRANCH: 
BOMBAY (India) 
Habib Bank (Overseas) Limited 
Head Office: KARACHI (PAKISTAN) 
Branches: 1 RANGOON (Burma) & 2 COLOMBO (Ceylon) 


CORRESPONDENTS and AGENTS at all important cities of the world 























Spanning 
the East 


Branches of The Chartered 

Bank of India, Australia and 

China under British management 

directed from London are 

established in most centres of 
commercial importance throughout 

Southern and South Eastern Asia and 

the Far East. At all these branches a 
complete banking service is available 

and, in rarticular, facilities are provided 

for the financing of international trade in 
co-operation with the Bank’s offices in 
London, Manchester and Liverpool, its 
agencies in New York and Hamburg and a 
world-wide range of banking correspondents. 
In London and Singapore the Bank is 
prepared to act as executor or trustee. 


THE CHARTERED BANK OF INDIA, 
AUSTRALIA AND CHINA 


(Incorporated 57 Royal Charter, 1833) 


Head Office: 
38 Bishopsgate, London, E.C.2 
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THE LLANELLY STEEL CO. (1907) LTD. 


LLAN 


Telegrams : ‘Dur, Llanelly.’ 





ELLY 
Telephone : Lilanelly 697 
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BAYERISCHE 
HYPOTHEKEN'U. 
WECHSEL- 
BANK 





HEAD OFFICE: MUNICH 


11 THEATINERSTR. 10 KARDINAL-FAULHABER-STR. 


Telephone: 28481. Cable-Address: Hypothekenbank. All Codes 
Teletype 052/3031 (general) — 052/3627 (stock-exchange) — 052/3468 (foreign trade) 


200 Branches in Bavaria and the Palatinate 
FOREIGN TRADE BANK 


CORRESPONDENTS THROUGHOUT THE WORLD 





























BUSINESS MICROFILM RECORDS 





> Two lenses are incorporated giving 
40 or 24 magnification. 


Primarily produced for viewing 16mm. 
* film, the Reader can also accommo- 
date 35mm. film. 


These are just two of the features of the new 
‘Recordak’ Commercial Reader—designed to 
make reference to business microfilm records 
extra quick and easy. 


SRECORDRK 
COMMERCIAL READER 


Recordak Division of Kodak Limited, 
1-4 Beech Street, London, E.C.1. Telephone: Metropolitan 03/6. 





eee 





Recordak’ is a registered trade-mark 
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NATIONAL PROVINGIAL BANK 


LIMITED 


Chairman: 
David John Robarts, Esq. 
Deputy Chairman: 
Sir Frederick William Leith-Ross, G.C.M.G., K.C.B. 
Chief General Manager: 
L. J. Williams. 
Joint General Managers: 
F. Keighley, C. G. Wheatley, H. C. Pearson, W. Lynn. 


Head Office: 15 Bishopsgate, London, E.C.2 


Principal Overseas Branch & Trustee Department: 


1 Princes Street, London, E.C.2 



















































































A dreaw come Trued.. ‘ 


A more efficient way 
to lower accounting costs 


Bvitenees has rarely had the opportunity 
to make such savings in accounting costs as 
Burroughs Sensimatic Accounting Machines 
provide. The Sensimatic is so automatic, so 
simple to operate, that even beginners quick- 
ly become experts. And, by a turn of the 
knob, the Sensimatic can switch in a moment 
from one job to another—doing the work of 
several machines. It has thus created a new 
concept of speed and economy in the hand- 
ling of accounting work. Five series of 
Sensimatics make it possible for you to 
select the machine exactly suited to your 
particular needs. See them today at your 
nearest Burroughs office. Burroughs Adding 
Machine Limited, Avon House, 356-366 
Oxford Street, London, W.1. 
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A modern bank directory designed to suit 
today’s banks, bankers and financial men 
everywhere. bi easier, quicker, more complete 
reference, order your copy of the MARCH 1955 
EDITION. Your order is your guarantee of the 
finest in bank directory service. 


R. L. POLK & CO., /2bbshers 


130 FOURTH AVE.,NO. @ #£NASHVILLE 3, TENN. 

















“Invest my money 
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Every professional man is aware that | appear. Investment with a Building Society 
relatively few people are knowledgeable | provides all three. Capital is secured by 
about investments. At the same time | well-margined mortgages; interest earned 


seekers after advice are emphatic about | is 23$°{, with income tax paid by the 





three things they must have—safety, | Society. Moncy is rcleased at short 


availability of capital if required and good | notice and without formality. We 





interest regularly paid. shall be pleased to give you full details 





Not such a tall order as would at first | on request. 


CO-OPERATIVE PERMANENT 
BUILDING SOCIETY 


NEW OXFORD HOUSE - LONDON - W.CLI. CITY OFFICE: 163 MOORGATE, E.C.2 
TELEPHONE: HOLBORN 2302 TELEPHONE: MONARCH 3556 





1884 ASSETS EXCEED £106,000,000 90 BRANCHES 





ESTABLISHED 
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Whether you are beginning a 
holiday or whether you are ona 
business trip the pleasure of 
crossing the Atlantic the Cunard 
way is an experience you will long 
remember. Superb comfort, 
unrivalled cuisine and smiling 
service make your Cunard voyage 
a holiday in itself. 


For full information apply: Pier Head, Liverpool, 3 
(Liverpool Central 9201): 15 Lower Regent St., London, 
§.W.1. (Whitehall 7890); 88 Leadenhall St., London, 
E.C.3. (Avenue 3010) ; or any local Cunard Office or agent 





Cunard 


—-the hali-mark of sea service 






































WORLD’S 


LARGEST LINERS 
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SANWA BANK 


Authorised Foreign Exchange Bank 














Chairman of the Board 
& President: TADAO WATANABD 

















Capital: ¥ 2,500,000,000 
Hea‘ Office: IMABASHI, OSAKA 
Tokyo Office MARUNOUCHI, TOKYO 
San Francisco 
Branch: 465 CALIFORNIA STREET, 





SAN FRANCISCO 
a complete network of 186 nation- 
wide branches and worldwide 
correspondents 





















Manufacturers of 


Steel Sheets 
Black and Galvanised 
Corrugated and Plain 
Blackplate and Tinplate 
« Steel Brass 
Phosphor Bronze Castings 
Sheet and Tinplate Bars 
Billets 
Basic Slag 
Dolomite 











PARTRIDGE JONES & 
JOHN PATON LIMITED 


PONTYPOOL, Mon. 
Tel. No. Pontypool 131-132 
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Chairman 
The Rt. Hon. Sir Oliver Franks, G.C.M.G., K.C.B., C.B.E. 


Deputy Chairman 
Sir Jeremy Raisman, G.C.1.E., K.C.S.L. 


Vice-Chairman 
Harald Peake 


Chief General Managers 
E. J. Hill G. Y. Hinwood 


Assistant Chief General Manager 
H. B. Lawson, M.c. 


Joint General Managers 


R. T. Fagan, D.F.C. F, O. Faull A. J. Faux E. J. N. Warburton P. T. D. Guyer 
General Manager (Administration) General Manager (Executor & Trustee) 
R. F. E. Whittaker, C.B., C.B.E. D. H. Turner 


LLOYDS BANK LIMITED 
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iF THE | 
Britain and the UNITED 


Tide of 


World Affairs FRIENDLY 


INSURANCE COMPANY, 
LTD. 

















SIR OLIVER FRANKS 


British Ambassador at Washington, 
1948-52 





In these B.B.C. Reith Lectures LIFE, FIRE, BURGLARY, 
for 1954, Sir Oliver Franks surveys SICKNESS, PLATE GLASS 
Britain’s position and policies in HOUSE PURCHASE 


| 

| 

relation to the present-day inter- | 
| ENDOWMENTS, Etc., Etc. 

| 

| 

| 

| 

| 

| 





national situation. From his wide 
experience he deals with matters 
on which we are all partially 
informed, thereby enlarging our 
common experience and bringing 
us face to face with realities. 

5s. net 





R. C. BALDING, 


Managing Director. 











42 Southwark Bridge Road, 





London. 
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Storage that offers solid advantages in 

space saved and efficiency gained. 

equalled for Banks, Insurance Com- 

panies, etc., in fact, wherever records 

Racks, etc. Every part immediately 

accessible. 


* 
a 
oli ‘mobile Storage 
May 
COMPACTUS is the modern mechanised 
Moves at|the touch of a switch. Un- 
or goods are stored in Shelving, Pallet 
NO MANHANDLING 
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Worth, its weight \NGOLD i cali wiles 


(World Patents) MOVEMENT 
Send NOW for detailed information. 


J. GLOVER & SONS LIMITED Sole Licensees and Manufacturers 
47*®GROTON ROAD, LONDON, S.W.18 TELEPHONE: BATTERSEA 651I 




















The handling of silver-bearing materials of relatively low content is one 
of the specialist services of our refineries. Mining by-products, residues, 
and electrolytic slimes are treated in large quantities in plant which has 
an immediate capacity of 1,500,000 oz. weekly. Upon instruction, the 
refined contents may be marketed or returned in any form desired. 


Gold and Platinum 


Our refineries handle also builion, ores, concentrates, slags, mattes and mining 
by-products containing gold and the platinum metals. 
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Johnson 


MELTERS AND ASSAYERS TO THE BANK OF ENGLAND 





JOHNSON, MATTHEY & CO. LIMITED, 73-83 HATTON GARDEN, LONDON, E.C.I 
Telephone: HOLborn 6989 
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BANCO DE CREDITO 
DEL PERU 


CAPITAL S’.80,000,000.00 
RESERVES S$’.66,338,521.64 


HEAD OFFICE: LIMA 


SEVENTY-NINE OFFICES 


—— 


Entrust us with 
YOUR COLLECTIONS 
ON PERU 


ia 


PERU'S OLDEST NATIONAL COMMERCIAL BANK 
ESTABLISHED IN 1889 





Heneeds 
vour help 






Every year the National 
Society for Prevention of 
Cruelty to Children helps 
nearly 100,000 unhappy 
children—andeach 4% 
child helped costs 
the Society £3.10.0. 
The N.S.P.C.C. is not 
nationalised and depends 
entirely on voluntary gifts. 
To continue its vital work it urgently 
needs your assistance. 


















when advising on wills and 
bequests remember the 


N-S°-P-C-C 


PRESIDENT: H.R.H. PRINCESS MARGARET 





Information gladly supplied on application to The Director, N.S.P.C.C., 
Victory House, Leicester Sq. W.C.2. Phone: Gerrard 2774 






















































Specialised BANKING FACILITIES 


The full and proper use of 
credit requires an apprecia- 
- tion of all its different forms, 
their purposes and application. 


LT 


BOWMAKER LTD., BOWMAKER HOUSE, LANSDOWNE, BOURNEMOUTH, 
Phone: GRO 66! 1/6619 


London: 6/ St. James’s Street, S.W.!. 


Bowmaker provides specialised 
credit facilities for Industry, Com- 
merce, Export and Import, and 
will welcome your enquiries. 


BOWMAKER 


Industrial Bankers 


Phone: Bournemouth 7070 
Branches throughout the United Kingdom 




















THE BRITISH LINEN BANK 


Incorporated by Royal Charter, 1746 





Head Office:—38 ST. ANDREW SQUARE, EDINBURGH 





| Branches throughout Scotland 








London Offices: 
City Office:—38 THREADNEEDLE STREET, E.C.2 


West End Branch:— 


Affiliated to Barclays Bank Limited. 


198 PICCADILLY, W.| 




















At the Westminster Bank they maintain, for 
the convenience of customers who do not 
employ the services of an accountant, an 
Income Tax Department which many have 
found to be helpful. The existence of such 
expert services as this is one of the many 


reasons why... 


It is better to bank 
with the Westminster 
















































BANK MELLI IRAN 


(NATIONAL BANK OF IRAN) 


Incorporated by Law in 1927. Holder of Exclusive Right of Note Issue 


CAPITAL FULLY PAID 4 ~ ve Rials 2,000,000,000 
RESERVES (Banking Departmert) .. “he Rials 491,500,000 
DEPOSITS ee we x id ais Rials 15,882,930,230 


Governor and Chairman of Executive Board : MR. ALI ASGHAR NASSER 


Head Office: TEHRAN, IRAN 
Over 190 Branches and Agencies throughout Iran 


CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 


New York Representative: One Wall Street, New York 


The Bank, through its Banking Department, offers complete banking service for Foreign Exchange 
Transactions, provides special facilities for Documentary Credits, etc., and with its numerous branches in 
Iran deals with every description of Banking business. 


ADMINISTERS NATIONAL SAVINGS 
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” History T¢ TODAY 


THE ONLY MONTHLY ILLUSTRATED HISTORICAL MAGAZINE FOR 
THE GENERAL READER, Edited by PETER QUENNELL & ALAN HODGE 


RAWING on the history of all five continents, HISTORY TODAY 

deals with every aspect of the past activities of the human race—not only 

with political affairs, but with the history of art, industry, finance 
and social life. 


Since its first appearance in January, 1951, HISTORY TODAY has gone 
from strength to strength. It has been described, for example, in the TIMES 
LITERARY SUPPLEMENT as “‘ the most interesting event in English history since the 

ar’. In 1955, HISTORY TODAY has enthusiastic subscribers all over the 
world—from Finland to the Fiji Islands. Every article—there are usually seven 
or eight to the issue—is richly illustrated, but the cost of a yearly subscription 
is Only 33 shillings. 


A year’s subscription to History Today makes a perfect Gift for every modern man or woman who loves the 
past, studies the present and hopes to understand the future. Twelve fully illustrated monthly issues at 
£1 13s. Od. from The Publisher, 72 Coleman St., London, E.C.2. A specially designed Greeting Card sent 
to your friends announcing the gift. 





If you have not seen a copy of HISTORY TODAY we shall be happy to send you a recent number if 
you will complete and post this coupon to History Today, 72 Coleman Street, London, E.C.2 


NAME .... 





ADDRESS 
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The Monroe range of Adding-Calculators consists of nine- 
models — progressively increasing in capacity from a neat hand-operated 
portable at £95 to a high-powered fully automatic 
at £398. One of these Monroes, with one of these price tickets, is precisely the 

machine you need — to-day. And to-morrow? 

Mechanise with Monroe — and Monroe will 
take care of all your future needs. No other maker can offer 

such a comprehensive range of these essential 


machines, or such certainty that it will never be necessary to 





look elsewhere for additiona! equipment. 


MONROMANTIC 
EQUATION 
Illustrated above is the “GP” model, a general- No. 2 
purpose adding-calculator which has been described as 
the best value in the world at £175. Of the nine Miss Monroe's so witty, 
Monroe models, this may be “ yours precisely” Your So piquant and pretty, 


best policy, however, will be to send for full particulars 


of the complete Monroe range — and make your choice You'd never believe she could multiply too! 


according to your known requirements. The true explanation’s 
Head Office : A simple equation... 
MONROE CALCULATING MACHINE COMPANY LIMITED There’s nothing a Miss plus a Monroe 


l0-if ALBEMARLE STREET, LONDON, W.1I. GROsvenor 7541 can’t do} 





BARCLAYS CANADIAN CASEBOOK {| 





Forewarned 
Is 
Forearmed 


This story begins some years back when a midland manufacturer first 
decided to set up business in Canada. The chief problem was where ? 
Though a business friend recommended one district, he wanted con- 
firmation and asked for the opinion of our London Representative. 
Careful investigation through our Head Office in Canada made it clear 
that the area was to be avoided. A serious labour shortage, which might 
ruin a young firm, was likely to arise there in the future. Another 
location was therefore selected where the firm is now well established. 
The advice was more than justified, for two existing factories 
subsequently moved from the place originally suggested—because of 
labour difficulties three years later. 

Whatever you want to know about Canada we at Barclays Bank 
(Canada) will try to answer. The Bank can supply much of its inform- 
ation from day-to-day records in London and any further details that 
may be required will be obtained direct from Canada. Preliminary 
enquiries are welcomed by our London Manager, Mr. A. G. Fleming. 


BARCLAYS BANK (CANADA) 


A Canadian Chartered Bank 


London Manager: 54 LOMBARD STREET, E.C.3 
Head Office: 214 ST. JAMES STREET WEST, MONTREAL 
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IMPERIAL TYPEWRITER CO. LTD., LEICESTER & HULL 
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THE ROYAL BANK OF SCOTLAND 


EDINBURGH, LONDON and BRANCHES 


LONDON MANCU4ESTER, LONDON and BRANCHES 


: TOTAL ASSETS:—£41 4,353,819 





GLYN, MILLS & CO. WILLIAMS DEACON’S BANK LTD. 
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a good accountant 
deserves an... 





calculator 


Capacity 9x 8 x 13 with 
or without Back Transfer. 


¥% Fast one-hand operation 
% Visible dials throughout 





* Reasonably priced and Split Register. Telephone City 1107 





Capacity 10x 9 x 17 with T. s. (cobffiEvr) LTD. 


or without Back Transfer 30 ‘ NEW BRIDGE STREET °*EC4 














SELF-BINDING CASES 
FOR “THE BANKER” 


can now be obtained for 11/6 each post free from 
The Publisher, The Banker, 72 Coleman Street, 
London, E.C.2 


The binding cases take twelve issues and are 
in dark green rexine with the words “THE 
BANKER ”’ in gold lettering on the spine. 


At the end of this year the publishers of THE BANKER 
will be able to bind readers’ own copies or supply complete 
bound volumes. By purchasing the self-binding case now, 
the twelve issues for 1955 can be collected and protected 
ready for binding at the end of the year. 


Cheques should be made payable to THE BANKER Ltd. 



































THE NATIONAL UNION OF BANK EMPLOYEES 


Founded in 1918, as the Bank Officers’ Guild, 
The National Union of Bank Employees has a 
membership of over 42,000. 


The objects of the Union are to secure the 
complete organisation of members of the Managing, 
Clerical and full-time Non-Clerical Staffs of ail 
Banks in the United Kingdom in order to establish, 
improve, maintain and protect their conditions of 
service, both individual and collective; to maintain 
the highest possible standard of service given by its 
members to the public and the Banking Industry, 
and by such Industry to the community. 








Healquarters : : : : : 28 Old Quezn Street, Westminster, S.W.1 
City Centre : : I Warnford Court, Throgmorton Street, London, E.C.2 
Birmingham Office: a7 Chambers, 262 Corporation Street, Birmingham 
Scottish Office : : : : : 70 Wellington Street, Glasgow, C.2 
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Setting the Style 


From well-groomed head to well-shod 
feet she’s elegance itself. The same pride 
—and care—is reflected in her car. 
Immaculate interior . . . brilliant bodywork 

. gleaming glass and chromium . . . and, to 
set off the whole, the smartness of Dunlop 
White Sidewall Tyres. Their distinction is 
there for all to see ; their dependability and 
safety she knows from experience. Dunlop 
White Sidewall tyres—in ‘ Dunlop’ or Dunlop 
‘Fort’ types—can enhance the design and 
colour of your car. Whether or not you 
choose White Sidewall, do make 
. gure you keep to Dunlop—with or 
aN without the tube, as you please. 






















makes the tyre you want 
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Its time YOU DOUBLED your working ‘staff 





























. ATURALLY 
(OF FONADEKS NATU ) The installation of a Fonadek 


enables your existing staff to in- 
crease their efficiency with the 
minimum of effort. A Fonadek by 
the phone guarantees incr2ased 
efficiency, eliminating wasted 
time every day your office is open. 
The receiver (G.P.O. or internal 
telephone) is placed on the 
Fonadek, it is then possible to 
speak and hear freely whilst 
carrying on normal work. 












normal work whilst talking on 





Dictation is simple, speedy and 
sure when using a Fonadek. 


SAVE by employing a FONAD 


Everyone in your business from 
Executive to Telephone Operator 
needs a Fonadek. 





The Fonadek holds on for connec- 
tions whilst you carry on working, 


EK system - EVERYWHERE 





006 'ea0t mace 





Just write Fonadek on your letterhead for our brochure. 


FONADEK (BRANSON) LTD. 


Dept. BK, Vivian Road, Birmi 


ngham 17. ‘Phone: Harborne 2267/8 


Branches and Agents throughout the British Isles. 








FOR NEW IDEAS ** 
ON LOW-COST ACCOUNTING 


The Man from Remington Rand has a 
ready answer for all accounting prob- 
lems. If business figurework is taking 
up too much time and money in your 
organisation, it’s time you asked him to 
call. He'll gladly make a free analysis 
of your needs; prescribe the equipment 
to meet them; give you and your staff 
new ideas altogether on speed and 
accuracy in the accounts department. 


THIG IS REMTIMATIC ix tn tic motes matsl dl med toktemine~ 





based on proved mechanized-accounting principles. It cuts the manual labour of book-keeping 
— often by two-thirds. It is as near fool-proof as an accounts system can be. It can provide daily 
balances and speed your routine on payroll, ledgers, analysis and statements. And it costs about 
the same as a standard typewriter. 

Does Remtimatic sound your kind of accounting system? Then let us show you that it is. 


Send for the Man from Memington Wtaned 
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COUPON : | would like to know more about Remtimatic. Please *% arrange for your representative to 
call by appointment [] * send me free informative literature Dj (tick course of action required) 


REMINGTON RAND LTD, 1-19 NEW OXFORD STREET, LONDON, WCI 
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Telephone: CHAncery 8888 
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NATIONAL BANK 
OF PAKISTAN 


(Incorporated under the National Bank of Pakistan Ordinance, No. X1X 
of 1949, and sponsored by the Government of Pakistan. The liabil’ ly of 
members is limited). 


ESTABLISHED 1949 
x x 
HEAD OFFICE: 
VICTORIA ROAD, KARACHI 


. LONDON OFFICE: 
20 EASTCHEAP, LONDON, E.C.3 


























62 branches, and also  sub- 





branches, throughout Pakistan. x * * 
President Hoshang Dinshaw 
Foreign branches at Calcutta Managing Director A. Muhajir 
(India) ~~ —— (Saudi Government Director Mumtaz Hasan 
radia). . - ‘ 
bicieeie aide Authorised Capital. . . . . . Pak. Rs. 6,00,00,000. 
oreign Correspondents in lead- . 

ine teainces cantons throughout Issued & Subscribed . .. . . Pak. Rs. 6,00,00,000. 
the world. Paid-up. . . « . Pak. Rs.  1,50,00,000. 
Reserve Fund (31. 12. 53) . oes i ah oe 
Deposits (31.12.53) .... Pak. Rs. 29,27,27,586. 

. Banking business of every description transacted. London nisin J. L. Tomlinson 
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All communications should be addressed to 
Rev. E. Wilson Carlile, Chief Secretary, 
The Church Army, 55, Bryanston Street, London, W.|. 
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AUSTRALIA, vast homeland of 
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most abundant source of wool. 
Livestock raising, dairy farming, agriculture 
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A Banker’s Diary 


FIvE weeks after the jolt of 45 per cent., the mood in stock markets is still 
one of uncertainty rather than gloom. The violent break on February 24 
itself marked the limit of the impact effects of this second 

The City increase in Bank rate within a month. But the recovery that 

and Dearer followed in turn gave way, especially in the equity markets, 

Money _ to renewed losses. Investors have indeed been faced with a 

bewildering diversity of seemingly conflicting influences. The 
immediate recovery of sterling in both the official and unofficial markets 
was rashly regarded as fortifying the glib reasoning that no major adjust- 
ment to the new Bank rate would be needed—as a reduction would shortly 
follow. Both the equity and gilt-edged markets paused only momentarily on 
the news of a gold*toss of $82 millions in February—sterling itself indeed 
reacted by topping $2.79 for the first time this year. By March 3 most long- 
dated and irredeemable gilt-edged stocks and also the index of ordinary 
shares of the Financial Times had fully recovered the losses of 4 to 5 per cent. 
suffered on February 24 itself (though not, of course, the earlier losses); and 
the cynics were already proclaiming that the Bank rate need restrain the 
markets no longer. 

Yet in the money market the signs were otherwise. The authorities were 
keeping credit sufficiently tight to prevent any relapse in market rates; the 
Treasury bill rate was maintained at the level of just over 3? per cent. that 
emerged at the first tender after the Bank rate increase. Inevitably, prices 
of short-dated gilt-edged stocks fell further (though still not sharply enough 
to eliminate the yield margin in favour of bills) and the firmness of money 
policy was naturally a blow also to the comfortable assumptions being made 
in other sections of the stock markets. The break in Wall Street on March g 
—reported in our usual feature “‘ American Review " on page 234—accord- 
ingly descended on markets already basically weak. Longer dated gilts and 
irredeemables fell by up to two points in as many days, whilst losses in equities 
were equally severe. The Financial Times index, which had rallied from 
177.0 on February 24 to 186.2 by March 4, had dropped back to 181.3 by 
March g; and whilst gilts thence recovered on the growing strength of sterling, 
equity markets continued their slide. By March 11 the Financial Times 
index had fallen to 175.g—a new trough for 1955 and nearly 11 per cent. 
below the peak reached on February 3, the end of the honeymoon period in 
which an increase in Bank rate by } per cent. could be ignored—or even be 
rated a bull point. 

Yet prices had still not found their level. In the middle of last month a 
hew account and the internal dissensions in the Labour Party combined to 
induce a new rise, which by March 17 had raised irredeemable stocks (but still 
not equities on average) slightly above the levels obtaining immediately 
before the second increase in Bank rate (bringing War Loan to 848, still 
7; points below its peak in early November). Further recovery followed the 
Chancellor's optimistic utterances about sterling (which the authorities have 
actually been holding down at something under $2.794 by recouping some of 
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their earlier dollar losses on the official exchange market). Thereafter, even 
the election rumours induced only temporary setbacks. Some market circles 
appear to be reverting to a familiar line of reasoning. They hold that the 
authorities themselves, now satisfied that the higher Bank rate has done 
its work, will soon be content to ease up—a disquieting interpretation that is 
discussed further in the leading article in this issue. 


THE growing strength of sterling in the exchange markets last month reflects 
a heartening degree of world confidence in the efficacy of the Government’s 
corrective measures; for the available indicators showed no 
abatement in the deterioration in Britain’s external accounts. 


Gold Loss 
and Trade’ The gold and dollar reserves of the sterling area fell by 
Deterioration $82 millions in February, despite the receipt of $15 millions 


in American aid and of $6 millions from the European Pay- 
ments Union in settlement of the January surplus. Coming in a month in 
which earnings of the primary producing sterling countries are seasonally 
high, the resultant dollar deficit of $103 millions displayed a serious deteriora- 
tion. A considerable portion of the loss in reserves was clearly attributable 
to the Exchange Equalization Account’s support of sterling in the official 
market, and a further slice to the losses in sterling area earnings through 
shunting operations. Last month both these sources of drain disappeared. 
The recovery in sterling actually permitted the authorities to gain some 
dollars in their operations in the official market. That gain does not appear 
to have been outweighed by the sporadic support given to transferable sterling 
—which has helped to raise the rate to $2.76-$2.763, narrowing the discount 
on the official rate to almost I per cent., at which commodity shunting is no 
longer profitable. 

The evidence of the February trade accounts of Britain was discouraging; 
it confirmed amply the deterioration of previous months. Imports continued 
their alarming rise, bringing the increase since October to 12 per cent. over 
the corresponding months of 1953-54 and the increase in the first two months 
of 1955 alone to no less than 22 per cent. Exports showed a firmer trend, 
but were up by only 13 per cent. in January and February together and by 
a mere 2} per cent. in the five months from October. The upshot was that 
the visible trade deficit increased from {40.2 millions to £70.1 millions in the 
latest two months alone and from {189.5 millions to £319.1 millions in the 
five months. In conjunction with the deterioration in the trade accounts of 
overseas sterling countries—set out in an article on page 206—these figures 
can leave no doubts on the measure of recovery that is required. 





RATEs in the London money market have risen to their highest levels since 
the early ’thirties. The discount houses have raised their bill rates by 
significantly more than the I per cent. increase in Bank rate 

Keeping and in the banks’ basic rates for call loans; at the Treasury 
Bank Rate bill tender on February 25, as we noted last month, the rate 
Effective rose by almost 1} per cent. to 3}% per cent.; and this rate was 
maintained at the three subsequent tenders. These high rates 
—which have applied also to commercial bills—compare very favourably 
with both bill rates in the leading financial centres abroad and with yields 
obtainable on short-term bonds and deposit accounts. Lombard Street has 
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accordingly attracted funds from outside—though the profit margin has been 
narrowed by the increased cost of forward exchange cover. 

That market rates have not been forced back by these outside demands is 
attributable to the stringency of credit conditions produced by the firm policy 
of the authorities. The market has been forced into the Bank on frequent 
occasions—including a period of four working days in succession and three 
successive Fridays. It has hitherto been rare for the authorities to decline to 
give special relief through market purchases on the Treasury bill tender day, 
and the fact that they have done so underlines their determination to prevent 
any relapse in market rates. The high levels to which rates on marginal 
supplies of money rose—up to 5 per cent. has been asked for overnight loans 
—did, in fact, encourage the view that the Treasury bill rate might rise still 
further. Outside applicants for bills at the tenders accordingly reduced their 
own bids—with the result that the market succeeded in increasing its allot- 
ment of bills despite the small increase in applications. The increased effec- 
tiveness of Bank rate is reflected in the fact that the margin over the Treasury 
bill rate has now been reduced to less than # per cent.—compared with a 
margin of just under 1} per cent. before the increase in money rates began 
in November last. 

Shortly after the second rise in the Bank rate, the Treasury announced 
that, following the rise in gilt-edged yields, the long-term lending rate of the 
Public Works Loan Board had been raised by } per cent., to 4 per cent. This 
merely reversed the cut made after the reduction in Bank rate from 34 per 
cent. to 3 per cent. in May last. The Government has, however, announced 
that the cut in housing subsidies arranged at the time of that reduction will 
still be effected. The Board’s rates for medium- and short-term loans have 
naturally risen more; rates for loans for five to fifteen years have been increased 
by 4 per cent., to 3% per cent., whilst those for less than five years have been 
raised from 2} to 33 per cent. Local authorities may, moreover, now be forced 
to have greater recourse to these shorter loans, as their normal private sources 
of short-term finance are tempted by the higher yields obtaining in the markets. 

The cost of housing finance to private borrowers is, in general, to be main- 
tained unchanged; but there is one important exception. The Halifax, the 
one society to have cut its rates recently (after last year’s reduction in Bank 
rate), has now come into line, restoring its mortgage rate from 4 to 4} per cent. 
and raising its deposit rate from 2} to 23} per cent. The rest of the building 
society movement stands by its declaration of last year—that, so far as possible, 
it will refrain from changing its rates in response to what appear to be merely 
temporary adjustments in rates in the market. The hire-purchase companies 
appear to take a similar, if less explicit, attitude—though the increase in 
Bank rate may well have been effective in discouraging reductions that might 
otherwise have taken place. 

Dearer money has thus had a significant effect only in the short-term 
markets for funds; there competition from Lombard Street has forced rates 
into line. The Government, for example, has been forced to raise the rate on 
hew tax reserve certificates to 14 per cent. (tax free), the highest rate since 
the inauguration of the certificates in 1941. The increase from 1 to 1} per 
cent. made after the January increase in Bank rate was out-dated by the 
subsequent rise in market rates, and net receipts of certificates continued to 
tun considerably below their rate for the corresponding period of 1953-54. 
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MONETARY influences, it is now clear, have played an even bigger part than 
had previously been supposed in promoting the excess of demand in Britain’s 
economy. The clearing banks’ statement for mid-February, 

Liquidity _relating to a period of four weeks of which nearly three 
Ratios under occurred after the rise in Bank rate by 4 per cent., showed 
Strain by far the fastest rise in bank advances ever experienced. 
They jumped by no less than {107 millions, more than 

twice as much as in the corresponding weeks of 1954 and five times as much 
as in 1953 or 1952. The quarterly analysis, discussed in a separate note 
below, later confirmed that a substantial part reflected additional demands 
from the nationalized public utility industries; but the banks were evidently 
also lending freely in all sectors. The pace of this lending was the more 
surprising since it occurred at a time of unexpectedly strong pressure upon 
liquidity ratios. Several banks therefore felt it necessary to cushion the 
pressure by sharply reducing their investment portfolios, which in the aggre- 
gate dropped by no less than £52 millions. Despite this action, the liquidity 
ratio of the banks as a whole dropped from 34.4 per cent. to 31.3 per cent., 
its lowest since the war. The Westminster Bank, whose investments dropped 


Feb. 16, Change on 

1955 Month Year 

£m. ém. £m. 
Deposits... a - + 0524-9 ~ 4193+4 + 287.7 
‘“‘ Net ” Deposits* .. ‘ 6257.0 217.4 + 246.9 

% Tt 

Liquid Assets ie i Be 2041.7 (31. 3) 273.5 29.7 
Cash .. i sab “s 524.9 (8.0) - 25.0 + 20.4 
Call Money .. he a 444.6 (6.8) — 41.7 9.1 
Treasury Bulls a om Q50.7 (14.6) -211.6 83.3 
Other Bills .. ne vt 121.5 (2.9) + 0.8 + 8642.3 
/nvestments and Advances ds 4298.1 (65.9) - 55.0 t+ 282.6 
Investments .. og - 2298.4 (35.2) — 52.3 - 26.8 
Advances ‘in o a 1999.7 (30.7) 107.3 tf 259.1 


* After deducting items in course of collection. f Ratio of assets to published deposits. 


by over £25 millions (or by £3 millions more than its advances rose) succeeded 
by this means in keeping its ratio above 30 per cent., while the other two 
banks whose portfolios were sharply reduced—-Martins and the District— 
actually raised their ratios. The other four of the Big Five banks kept their 
portfolios virtually unchanged, and so experienced a sharp decline in liquidity, 
Barclays’ ratio actually dropping to 29.8 per cent. Experience in the gilt- 
edged market at the time did not suggest that the banks had been sellers on 
this large scale, which implies that some of them had retained a slice of the 
2} per cent. Exchequer bonds until their maturity date on February 15—r, 
alternatively, had been selling them to the Government broker in the ordinary 
course during the few weeks before that. 

Despite the steepness of the rise in advances, net bank deposits dropped 
by £217 millions, or by almost as much as they fell in the similar period last 
year. On the usual basis of computation it appears, indeed, that the Treasury 
reduced its indebtedness to the banking system a good deal more sharply 
than would have been expected from the trend of its seasonal surplus—partly, 
no doubt, from the proceeds of sales of dollars in support of sterling. 
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VERY wisely, the banks have at last decided to show separately the amount 
of their lendings to hire-purchase finance companies. The latest of the 
quarterly analyses of bank advances, which is shown in 
Banks’ Hire- detail in our usual table on page 244, has segregated these 
Purchase _lendings from the loan category known as “ other financial ”’, 
Loans and gives comparative figures for twelve months and three 
months previously. By mid-February, it will be seen, loans 
for hire-purchase finance had reached £30.5 millions, a much smaller total 
than might have been deduced from some of the comments that preceded 
the reimposition of hire-purchase restrictions, but one that represents a very 
sharp increase in recent months. The increase in the nine months to last 
November amounted to {8.5 millions, whereas in the following three months 
there was a further rise of {10.8 millions. Even after this steep expansion, 
the total still represented less than 1} per cent. of aggregate bank advances; 
but it should be noted that bank finance for hire-purchase trading does not 
flow only through the finance companies, but also arises indirectly in loans to 
retailers, wholesalers and even to manufacturers. 

As the month-by-month figures of the clearing banks had foreshadowed, 
during the three months to February total bank advances rose more steeply 
than ever before—by {142 millions to the new peak of £2,095 millions, or 
£39 millions above the high point reached in May, 1952. Of this latest increase 
the nationalized public utility industries accounted for £43 millions, raising 
their total likewise to a new peak, at £162 millions. The £99 millions of 
additional lendings to all other borrowers contrasted with £57 millions in the 
corresponding period last year, and with only {10 millions in 1952-53. More- 
over, this big increase occurred in spite of a decline of £15 millions in the 
borrowings of the Iron and Steel category—a decline caused by the repayment 
by the Iron and Steel Realization Agency of the £30 millions of bank loans 
shown in its recently published first accounts. Apart from this, the expansion 
was spread almost throughout, the several categories, the largest increases 
being {17 millions in the Food, Drink and Tobacco group and £14 millions in 
the important Personal and Professional group, which experienced its biggest 
rise since 1947. 


THE wide ranging and authoritative reviews of the chairmen of the Eastern 
exchange banks portray this year a particularly encouraging picture. Most 
of the countries of free Asia and Africa in which the banks 
Good operate have, aided in many cases by favourable prices for 
Prospects for their export commodities, achieved a marked improvement 
Eastern Banks in their economies, both internally and in their external 
accounts. The ambitious programmes of economic develop- 
ment have thereby a greater chance of success. The exchange banks them- 
selves are participating directly in the finance of important projects in India 
and Pakistan—and the chairmen leave no doubt that they would participate 
In many more but for the suspicions of foreign capital that still prevail. 

The recovery in the Eastern economies permitted a sizable expansion in 
the volume of business of the exchange banks. Deposits, advances and bill 
portfolios increased markedly in all five banks, more than offsetting the 
declines experienced in 1953, when commodity prices were generally weak. 
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The picture is also brightened for the banks’ shareholders, whose dividends in 
1953 had remained unchanged. For 1954 the Chartered Bank of India made 
a straight increase in its dividend, and the Mercantile Bank of India and the 
National Bank of India increased their payments through last year’s capitaliza- 
tions of reserves. The Eastern Bank and the Hongkong and Shanghai 
Banking Corporation again merely maintained their dividends, though the 
Hongkong and Shanghai made a scrip issue of one for four, and has announced 
that this year it will pay the present rate on the increased capital. 

There is, of course, a great area in Asia from which the exchange banks 
are now virtually excluded—China. It is particularly interesting, therefore, 
to note that two of the banks that had a particularly large stake in that 
country, the Chartered and the Hongkong and Shanghai, now report that the 
Chinese have given indications that renewed participation by British banks 
would be welcomed. Mr. Vincent Grantham of the Chartered makes it clear 
that that participation would not extend to internal business but merely to 
the finance of external trade; but even this limited restoration would un- 
doubtedly do much to boost the confidence of British and other Western 
traders. 


AN informative review of the complex problems of the countries of Latin 
America is invariably provided by Sir Francis Glyn in his annual report as 
chairman of the far-ranging Bank of London and South 

Expedients America. This year Sir Francis pleads for greater flexibility 
for Brazil? in the type of trade and payments agreements Britain is 
prepared to negotiate with countries such as Brazil, trade 

with which is still jammed by that country’s shortage of sterling and obliga- 
tions on commercial arrears. Britain’s “fixed determination’ to move 
towards freer exchange arrangements may, he says, have allowed “ the 
principle we aim at to get rather too far ahead of the bilateral trading prac- 
tices to which these Latin American economies are accustomed, and their 
present economies adapted’. Sir Francis is convinced that the increase in 
German trade with Brazil through the cheap sale to German importers of 
cruzeiros owed as commercial debts has, by diverting exports normally sold 
for sterling, had an “ appreciable ”’ effect in the reduction of Anglo-Brazilian 
trade; and he urges that Britain should not hesitate to adopt “ purely tem- 
porary expedients’’. Britain’s declining influence in trade in Argentina is 
almost as marked (it now stands after Germany, the United States and 
Brazil as a supplier). These countries are losing no time in building their 
own plants in Argentina, and Sir Francis suggests that more advantage 
might be taken of the better facilities offered to investors by the new laws, 
stating that ‘‘ it is possible that the British attitude towards Argentina may 
be dominated too long by the unfortunate experience of the immediate post- 
war years”’. Sir Francis does not, moreover, speak from any position of 
comfortable detachment: the Bank of London itself has been allowed no 
remittances from Argentina since mid-1951. The Bank has this year written 
off the sterling value of its assets to take cognisance of the fall in the exchange 
rate in Brazil, Chile and Paraguay; but it remains confident at the strength 
of its business. It has, in fact, increased its long-established dividend rate 
from 6 per cent. to 7 per cent. for 1954. 











— 


_— 


‘eye 5S eet 











Tax Relief through Bank Rate ? 


R. BUTLER’S task as he prepares his fourth and evidently pre-election 
MY ondcet is not an enviable one. Throughout this past year of mounting 

domestic prosperity he must have been hoping that this time, at last, 
the way would be clear for really popular budgeting. But the way ahead is 
not clear: it is harder this year to see the “ right ’’ budget policy than at any 
time since Mr. Butler took the wheel. Hence the responsibility flung upon 
the Chancellor personally—in striking the balance between his own eagerness 
and the need to drive safely—has probably never been greater. When the 
signposts are obscured, the driver himself has to find the route. 

The effort to find it should still, however, be based upon the same principles 
that have governed the better signposted budgets of recent years. The broad 
shape of the budget, that is to say, should be matched to the national economy 
as a whole rather than to the budget accounts as such. To ensure that, the 
first and most important questions the Chancellor has to ask himself this year 
are: How big is the disequilibrium that caused the new threat to sterling ? 
And how far and how soon will it be corrected by the action already taken ? 

Second thoughts on these problems have produced some interesting revisions 
of the impressions formed when the danger first became apparent six weeks 
or so ago. The City, for its part, soon jettisoned its facile assumption that 
the 44 per cent. Bank rate was only a precautionary signal that could be 
quickly hauled down. Official circles, on the other hand, seem to have been 
wondering whether the threat to Britain’s own balance of payments was quite 
so big as they first feared. The Chancellor’s speeches, at all events, have 
shown a quite unexpected buoyancy of mood. In Government circles 
generally, the feeling seems to be that the necessary steps have been taken, 
that congratulations are due for quick and courageous action, and that the 
trouble is responding to treatment already—though the only visible sign yet 
is in the exchange market, which at this juncture may not be a sure guide to 
the underlying trend. To these broad assumptions more sophisticated 
observers add a guess that the worsened terms of trade were already just 
about to turn, and after this push from British monetary policy will now 
become a little less adverse. Britain’s added burden on this account, it is 
thought, may not be so onerous as seemed probable six weeks ago. 

But if the pressures upon Britain’s own balance of payments look a shade 
less disquieting, that is certainly not true of the underlying external strains 
upon sterling—strains that are fully analysed in the two following articles in 
this issue. In the first place, the Government is discovering that the decision 
to intervene in the markets in ‘“‘ cheap” sterling goes far beyond the sphere 
of mere technical management. In practice, it may amount to a virtual 
commitment to go forward to overt convertibility—before all the oft- 
reiterated ‘‘ prerequisites ’’ have been satisfied. A new Tory government, it 
is thought, would have no means of evading it except by recanting the very 
essence of the policy of moving towards freedom more generally. 
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The clash between the principles of the free economy and of a controlled 
and “‘ sheltered ’’ one had, as we showed last month, already been brought to 
a head by sheer pressure of events; and the choice could not have been post- 
poned much longer in any case. But the Government seems to have taken 
it almost without realizing it, and now finds its room for manoeuvre in economic 
policy less than it supposed. The obligation to match domestic policy to the 
need for external equilibrium is now more starkly apparent. So is the fact 
that the health of sterling depends also upon the policies of the sterling 
countries overseas. This, as the article on page 206 shows in detail, is the 
other major source of worry now. Unless the outer sterling area takes its full 
share of the burden, Britain’s policy will need to be more constrictive than its 
own disequilibrium demands. 

Will it, in any case, be sufficiently constrictive ? The whole task of 
cutting down the excess of domestic demand, and thus of checking the rise in 
imports and making room for additional exports, has in effect been entrusted 
to monetary policy. The new Board of Trade controls over the terms of 
hire-purchase contracts are not likely to check demand materially; the 
limitation upon bank advances to finance companies should be more influential, 
but, given the other sources from which hire-purchase secures its finance, 
these measures as a whole cannot be expected to do more than slow down 
its growth—which in any case concerns only a fraction of total public spending, 
Very properly, therefore, it is upon orthodox monetary measures that the 
real responsibility has been placed. And the first and most important element 
in budget-making this year must be a guess about the speed and effectiveness 
with which these measures work. 

How FAstT WILL INTEREST RATES WORK ? 

In attempting to make this guess, the first point to note is that so far the 
authorities seem to have been relying almost entirely upon the direct deterrent 
effect of higher interest rates as such. The second point to note is that, 
however strong or weak this effect may be (and there is always much dispute 
about it), there is no doubt at all that it varies inversely with the level of 
business confidence. If business looks buoyant and the chance of profits 
good, as they seemingly still do to most business men to-day, the additional 
cost of finance looks correspondingly less significant. Then the important 
question is not the cost or even the method of finance, but whether as much 
can be got as is thought to be needed. Now the figures of bank advances 
for the period just before the rise in Bank rate to 44 per cent. show that the 
banks were then more liberal lenders than ever before. As the note on 
page 192 explains, the banks had crashed through the “ amber light "’ of the 
end-January } per cent. rise in Bank rate—and had done so even in the face 
of a sharp decline in liquidity ratios. 

This, admittedly, is the season of big credit needs, and the banks explain 
that the seasonal demand was being strongly accentuated on the one hand by 
the booming activity of the economy and on the other by the hold-up in the 
new issue market. These are highly significant explanations. The booming 
activity is the source of the excess demand that monetary policy must check, 
and one of its two major means of doing this is by putting pressure on the 
financial markets. Yet this very pressure is seemingly regarded by the banks 
—or some of them—as a clear justification for an increase in bank advances. 
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In other words, even the jam in the new issue market does not hold up any 
spending unless the interest rate exacted, whether by the banks or the market, 
is an effective deterrent in itself. 

Since the rise in rates has been abrupt, it is indeed conceivable that it 
may be a sufficient restraint—at least to correct Britain’s own disequilibrium. 
The adjustment that is needed for that purpose is small by comparison with 
the national income, and it will be smaller still if the terms of trade do become 
less adverse. The deterrent is likely to act more strongly upon personal 
borrowers and personal holders or sellers of securities than it does upon 
business borrowers. But the restraint as a whole is likely to develop only 
slowly—unless confidence itself is shaken, which it patently is not, except 
perhaps in the industries most threatened by the Australian cuts. Mr. Butler's 
optimistic comments are actually a brake on the wheel of his own policy. 
Meanwhile, the big wage concessions of these past three months and the big 
demands that are pending testify to the inexorable momentum from past 
inflation that is thrusting through into the future. 

The monetary authorities, for their part, have been following a com- 
mendably firm policy—in the sense of keeping credit tight in the short-loan 
market and repeatedly forcing the discount houses to borrow from them at 
Bank rate. But it needs to be reiterated that these tactics alone cannot do 
more than keep interest rates firm. Contrary to a widespread belief, they do 
not directly cut down the basis of credit or even prevent it from expanding. 
The banks still get any additional cash they need to support increases in their 
advances and deposits; the only effect is to increase the cost to the discount 
houses of procuring the additional cash, and to raise short-term rates generally. 
The whole control of the volume of credit still depends upon the deterrent of 
the rate charged to the ultimate borrower—and, of course, upon the other 
blade of the scissors, the inducement of high rates to the saver. 





PRESSURE NEEDED UPON GILT-EDGED ? 
The only way of getting a bigger and faster restraint than this is by so 
constricting the supply of liquid assets—which in effect means the supply of 
Treasury bills—as to bring them to the point at which the banks are 
reluctant to countenance a further fall in the ratio of such assets to their 
deposits. At that point the banks will feel obliged to try to stabilize, or even 
to reduce, the combined total of their other assets—their investments and 
advances. Despite the experience of February, there is no clear sign yet that 
this kind of pressure is being deliberately contrived. The contraction of 
liquid assets then was mainly the counterpart of the Treasury’s seasonal 
revenue surplus, augmented by its repayments of Treasury bills from the 
proceeds of its sales of dollars in support of sterling; and the effect on banking 
ratios was accentuated by the steepness of the rise in advances. Some banks 
seemed entirely indifferent to this tightening—on the ground that it would 
prove to be purely temporary. But they would undoubtedly respond to a 
sustained pressure. 
_ The conclusion that emerges, therefore, is that if the monetary restraint 
is to be faster and more effective than is achieved by the rise in rates alone, 
a more forthright plunge into orthodoxy will be needed. The seasonal 
influence, instead of contracting the supply of bills, will now expand it; and 
if sterling remains self-supporting in the exchange markets, the authorities 






































198 Ce ee THE BANKER 





will get no more sterling finance for bill repayments from that source. The 
only means, therefore, of preventing an actual rise in liquidity ratios (or of 
making the rise less relaxing in its effects upon banking policy) may be for 
the authorities to finance their requirements partly by selling bonds instead 
of bills (or by offering just enough in the gilt-edged market to create a clear 
threat). It is still not clear whether the monetary restraint will develop fast 
enough unless some move is made in this direction. At present, the one way 
in which the high-rate policy is putting any pressure on liquidity ratios is 
through the tendency for large holders of funds at the banks to switch from 
deposit account into Treasury bills. 


THE CHANCELLOR'S DILEMMA 


The first task in shaping the budget is to guess the effects of these measures 
bearing in mind that the budget has to be related less to conditions as they 
are now than to what they will be during the next twelve months or more. 
The Chancellor’s dilemma is evident. On the one hand, the inflation of 
incomes and private spending, coupled with a shortfall in Government spending, 
has given him a big surplus in the year just ended; and the first of these 
factors promises for 1955-56 a considerable prospective surplus, which a hopeful 
electorate (and, doubtless, the Conservative Central Office) expects him to 
cut down by tax relief. On the other hand, the very fact that sharp monetary 
restraint was needed was an official admission that the general condition of 
the economy, so far from leaving room for additional spending, was already 
overstrained by an actual and prospective excess of spending. 

At that time it was clear that although employment was abnormally 
‘full’ even by post-war standards, and although high output was being 
secured by dint of overtime working, demand was outrunning supply. More- 
over, although output would rise further in the coming year, and although 
outlays on defence and housing were likely to stabilize, it seemed equally clear 
that total domestic demand was likely at least to keep pace—yet part of the 
new output had to be earmarked to meet the increase in the import bill caused 
by the worsened terms of trade. This pressure of demand, it is important to 
note, was expected in spite of the prospective bigger yield from existing taxes 
and in spite of any hoped-for further rise in private savings. The disinfla- 
tionary effects of the prospective budget surplus and of additional savings, in 
short, had already been taken into account. 

The leading question now is how far this prospect has been altered since, 
and by, the rise in Bank rate. New disinflationary measures were indubitably 
needed, and have been imposed. But their purpose was not to cut down 
demand in an economy already safely in actual and prospective equilibrium; 
it was to cut away an actual excess. For that purpose, it has been argued, 
they may be sufficient. But it is hard to believe that monetary pressure of 
the kind and degree now being exerted will be so potent as to do more than 
this—that is to say, will not only cut away the excess but will also carve a 
gap, so that prospective demand falls short of prospective output at full 
capacity. And unless such a gap is coming into view, it would be folly to 
grant any tax reliefs that might be expected to increase the pressure. In that 
case, the Chancellor would merely be creating again the disequilibrium that 
monetary policy is trying to correct. 

It should be observed in this context that although the money pressure 1s 
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restraining demand, it does not seem likely that it will perceptibly slow up 
the outlays on industrial fixed investment that have lately been gathering 
momentum. Such projects mature slowly, but when once they have been set 
in motion nothing short of a major change in the business outlook (and, 
generally, the longer-run outlook) will materially alter the programme. The 
only projects already in hand that may be more strongly affected are those 
that were always shaky in any case, and here a hold-up 1s positively advan- 
tageous. Apart from this, the only likely effect in this sphere is that in some 
instances there may be a slowing down of preparations for work not yet 
started. This does not mean that this investment, which relates rather to 
the outlays of twelve months or more ahead than to those of 1955, will not 
take place. And if and when the plans are brought forward again, it will mean 
that they have been subjected to more rigorous testing of their economic 
merits, which likewise will be a net gain from the monetary disciplines of 
to-day. (This point has been emphasized here in reply to the argument of a 
later article, in which Dr. Balogh puts a left-wing economist’s case against 
Britain’s freeings and contends depressingly that policies of the present kind 
must always frustrate that expansion of productive investment upon which 
Britain’s equilibrium and future living standards depend.*) It is, then, 
precisely because the money pressure is unlikely to slow up industrial fixed 
investment perceptibly that it cannot be expected to create an actual shortfall 
of prospective demand. Its effects are likely to be exerted, much less spec- 
tacularly, upon personal expenditures (doubtless including some capital 
outlays, such as house-maintenance), upon marginal business investment, and 
upon stock-building. 
PROBLEM OF “ INCENTIVE” RELIEFS 

If this guess about the likely degree of restraint is right, it means that 
there is no perceptible scope, if any at all, for net reliefs in taxation—unless 
the Chancellor and his experts can devise ways of relief that would stand a 
good chance of being self-financing, in the sense that they promised at least 
an equal rise in output and savings taken together. In present circumstances, 
the scope for this casting-bread-on-the-waters type of policy cannot be large. 
There is no parallel with the conditions of 1953, when so-called incentive 
reliefs were able to stimulate an increase in output because the economy was 
running well below its natural productive capacity. The incentive then 
operated upon spenders rather than upon producers, who merely met the 
spenders’ bigger demands. Now the economy is running at full tilt. How- 
ever desirable, and however fruitful, genuine incentive reliefs may be for the 
longer run, it would be unwise to assume that they could add much to the 
increment of output or savings in the short run. 

Nobody, however, expects that the Chancellor will this year take so austere 
a view as this; and many will even think it right that politics—whether with 
or without a capital “‘ P ’’—should dilute the astringency of economic reason- 
ing. But if Mr. Butler, in his search for justifiable reliefs, sticks to the 

















* For a vigorous statement of the case for the free economy, tor more investment, and for 
the free capital market as the only sure means of attaining it, see Sir Oscar Hobson’s article in 
the March issue of the Three Banks Review. He is “‘ less impressed by the wisdom of the market 
than by the conspicuous lack of wisdom which the congregations of experts and officials, of 
— we have recent experience, have always displayed. Of two evils, I unhesitatingly choose 
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principle expiained above, he will face yet another political dilemma. For it 
is axiomatic that the reliefs that stand the best chance of yielding new savings 
or new output will be those that ease the “ disincentive "’ burden where it 
presses at its harshest—and the list of reliefs thus determined would make the 
perfect budget to please Tory back-benchers. And though most, if not all, 
of them—embracing the rate of surtax, the point at which it starts, the limit 
on earned income allowance, the distributed profits tax, and the lke—would 
merely be a removal of clear injustice, or big disincentive, or obvious drafts 
upon savings, they would make the worst possible impact upon the electorate. 
The reliefs of mass appeal, in the sphere of indirect taxation such as purchase 
tax, no longer retain any real element of “ incentive ”’ justification, whatever 
may have been true a few years ago when the public was still feeling the 
effects of earlier acute shortages of consumer goods. Any such reliefs now 
would be in flat defiance of the principle of containing demand. 

In short, if the Chancellor is wise, he will try to confine himself mainly 
to sensible readjustments of taxation that improve the system as a whole 
without involving any perceptible net cost—such, for example, as the inter- 
esting combination of variable surtax starting points and earned-income 
allowance limits that was suggested by the Royal Commission. Sir Oscar 
Hobson's suggestion of a unified low rate of profits tax (getting rid of the 
discrimination against distributed profits), plus a scrapping of the investment 
allowance to help foot the bill, is of high economic merit—but a poor starter 
politically. And if political ‘“‘ counterpoise’’’ has to be given to any such 
measures, probably the best would be some easing in the reduced-rate income 
tax brackets. It is always arguable that this kind of relief would ease the 
much-discussed disincentive to overtime working, though a better way is 
through the earned income allowance, which deserves a general reconstruction. 
But such wide-ranging reliefs, as almost any “ counterpoise ‘’ move must 
necessarily be, are apt to be costly—and probably more so than ought to be 
risked this year. 

THE ELECTION AND AUSTRALIA 


There are, finally, two other possibilities that may modify the problem as 
set out above. If the election is timed for May or June, Mr. Butler may be 
even more anxious to budget popularly, yet the need then for a quick passage 
of the Finance Bill may require it to be both simple and non-contentious. 
Hence, unless there is to be a second Finance Bill to embrace contentious 
measures and to be deferred until after the election, Mr. Butler might 
reluctantly decide that both politics and economics dictate a “‘ no-change ” 
budget now—but he would doubtless hint at an autumn budget, in the hope 
that monetary policy would by then have increased the room for manoeuvre. 
The other possibility is that he may draw the same kind of conclusion from 
Australia’s import cuts as he did in 1952. The fact that Australia was inject- 
ing disinflation into certain British industries was then regarded as making a 
budgetary injection unnecessary, and the original budget intentions were 
softened accordingly. A similar argument this time might have a little 
justification, but it would be dangerous to push it far in the buoyant economy 
of to-day. To boost domestic demand on these grounds would simply be to 
ensure that the goods barred by Australia are absorbed at home instead of 
being forced into other export markets. 
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Sterling’s Uncollective Approach 


Convertibility without the “Pre-requisites” 


convertibility. This doctrine, with its familiar pre-conditions for an 

advance, is disintegrating before our eves. The tidy and clear picture 
of a collective and measured advance on all fronts towards that freedom of 
international trade and payments that is summed up in the word “ con- 
vertibility ’’, began to fade a few weeks ago. The implications of this change 
are far-reaching, but they have hardly yet been generally recognized. A brief 
backward glance is first needed in order to bring them to light. 

If we turn back to the many ministerial speeches that have been made on 
this issue in recent months and to such documents as the official communiques 
of Commonwealth conferences, we find the design of a collective approach 
drawn and defined with almost tedious monotony. The move was to be 
‘collective in two senses. In the first place, the United Kingdom was to be 
joined in it by a number of like-minded nations in Western Europe and the 
rest of the world. There was to be no repetition of the isolated dash for 
convertibility, compulsorily and disastrously made in 1947. Secondly, it was 
to be a move on all sections of the front of international economic relations. 
For Britain, it was to involve not merely the technical convertibility of non- 
resident sterling but was to be accompanied by a general discarding of quanti- 
tative restrictions on imports and particularly by the dismantling of all 
discrimination with which such restrictions were operated. Convertibility was 
thus to be regarded as a wide design for expanding international trade; and 
the technical convertibility of non-resident sterling was intended to be one 
among several contributions to that wider objective. 


Ac interesting fate has overtaken the so-called ‘‘ collective approach ”’ to 


THE THREE FORMER CONDITIONS 


Progress on the road was, moreover, to be subject to the satisfaction of 
three main conditions. The first of these was that all countries concerned— 
and in this particular context those of the sterling Commonwealth—should 
create and maintain sound domestic conditions, should curb inflation or, as 
was triumphantly stated in the final communique issued early in 1954, should 
“ continue the success of their internal policies’. The second condition was 
that new trade rules should be adopted that would make the world safe for 
convertibility. Sometimes this condition was announced with a very direct 
glare at the United States; at other times it was couched in more general 
terms and particularly with reference to the review of the General Agreement 
on Tariffs and Trade that was to occupy the closing months of 1954 and the 
early weeks of 1955. Thirdly, it was stressed that there must be an adequacv 
of available reserves, whether “in the kitty’ or through the International 
Monetary Fund, or through other arrangements intended to swell the cushion 
of international credit facilities. 
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What, it may be asked, has happened to this design and its underlying 
conditions ? There is no doubt about one sector of it: towards the technical 
convertibility of non-resident sterling remarkable and unexpected progress 
has been made. The decision of the United Kingdom authorities to intervene 
through the Exchange Equalization Account in the overseas free markets for 
transferable sterling was explained in some detail in THE BANKER last month 
and need not be described again now. The conclusion then drawn about the 
implications of this step, that it marked a major advance towards de facto 
convertibility of non-resident sterling, has been fully justified by subsequent 
events. As a result of official intervention the rate for transferable sterling 
has been brought, at appreciable cost to the Exchange Equalization Account, 
nearly within 1 per cent. of the official rate. The margin between the two 
rates has been narrowed to a point at which the incentive for commodity 
shunting must very largely have been removed. 


How REAL Is CONVERTIBILITY Now ? 

This intervention, as we noted last month, involves no hard and fast or 
statutory commitments. Nonetheless, a general impression has been created 
that by the decision to intervene in the “ cheap sterling ’’ market, a well-nigh 
irrevocable move has been made. A real element of convertibility has been 
given to transferable sterling—though at indeterminate rates. A situation 
has been created in which it would be very difficult for the authorities to 
countenance any substantial widening of the margin between the two 
exchange rates for non-resident sterling, because any abandonment of the 
transferable rate by them, and the re-establishment of a substantial discount 
on such sterling, would not only recreate the opportunities for commodity 
shunting and the consequent losses of dollars to the Exchange Account, but 
would be regarded as evidence of fundamental weakness. And this, in its 
turn, would react on the official market for sterling. By their decision of 
February 24 the British authorities may be said to have taken hold of a tiger 
by the tail and will find it very difficult to let go. They can only hope that 
the animal will prove reasonably tame—or at least tameable. 

From this situation—unless the freer system is simply to abandon itself 
to the tiger—there seem to be only two possibilities of development, and 
each of them involves the merging of the two existing types of non-resident 
sterling into a single and formally convertible category. One would be to 
unify them on the basis of official sterling—thus making all sterling con- 
vertible within the limited range of permitted exchange fluctuations around 
the existing parity. The other would be a formal acknowledgment of the 
convertibility of all non-resident sterling on the basis of a floating rate, which 
is the way in which transferable sterling is now convertible in practice 
(though it is not officially convertible at all). In any case and whatever the 
next move may be (and no major move can be expected before the general 
election), there has unquestionably been a substantial advance already towards 
technical convertibility. 

But what, it will be asked, of the conditions whose satisfaction was to 
precede the attainment of this objective? The first of these, namely, the 
establishment and maintenance of sound domestic conditions in the countries 
of the sterling area, looks decidedly bedraggled at the moment. The move 
towards the convertibility of non-resident sterling has, from this angle, been 
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made not from strength but from weakness. It has come at a time when 
overt steps have had to be taken in the United Kingdom to correct an over- 
extended domestic position and when, as the following article shows, there is 
in many parts of the rest of the sterling area, and notably in Australia, equal 
evidence of inflationary developments—some of which are being met by 
so-called ‘‘ direct ’’ methods, such as import restrictions. This is certainly 
not the kind of climate in which a major advance towards convertibility was 
envisaged by the Commonwealth Finance Ministers at their meeting in 
Sydney fifteen months ago. 

' The second condition—the setting up of trade rules compatible with a 
system of convertibility—has always been seen as double-sided, concerned 
both with the General Agreement on Tariffs and Trade and with the foreign 
economic policy of the United States. When the review of the G.A.T.T. 
began at Geneva last October, it was made quite clear by the main spokesman 
for the United Kingdom, Mr. Peter Thorneycroft, that this exercise was being 
viewed by his country as one of the preparatory moves in creating a world fit 
and safe for convertible currencies. He asked for a considerable strengthening 
of the G.A.T.T. and particularly for a tightening of the rules that sanction 
quantitative restrictions on imports in defined circumstances. He wanted to 
give them much greater precision than they had in the then existing text of 
the Agreement. In particular, he wished to introduce a timetable, according 
to which all member countries would be called upon to remove the dis- 
criminatory application of quantitative restrictions within twelve months of 
convertibility. The objective was clear enough. The United Kingdom, 
anticipating the day when the pound sterling would be convertible, did not 
wish to have done unto it what it had—in some measure and with some 
justification—done to countries such as the United States and Canada when 
they had convertible currencies and it was among the unconverted. 





G.A.T.T. REVISION DISAPPOINTS 
The hopes expressed at the opening of that review have likewise not been 
justified by events. Under the new text of G.A.T.T. the member countries 
will, it is true, have to “ consult ’ the other members when imposing new or 
intensifying existing restrictions. But, if anything, the provisions for the 
application of quantitative restrictions have been weakened by the granting 
of two general waivers from the application of the Agreement, one to the 
United States and the other to a number of European countries. The United 
States waiver will allow that country to maintain quantitative restrictions on 
imports of agricultural products even though no element of strain on the 
balance of payments can be adduced in justification for them. The European 
waiver will allow countries to continue to protect industries that have grown 
up under the shield of quantitative restrictions applied in the recent years of 
payments difficulties. There will be a transition period of five years during 
which Germany, for example, will continue to have the right to apply restric- 
tions on imports for brazenly protective purposes when the balance of pay- 
ments difficulties under which those restrictions were introduced and justified 
have disappeared. 
Even the United Kingdom, in spite of its initial demands for a general 
strengthening of G.A.T.T., took some part in further undermining the severity 
of the Agreement by the special waiver it obtained to give additional 
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preferential benefit to colonial products that depend largely on the United 
Kingdom market. This is being done by treating the colonies as if they 
were part of the United Kingdom for the purpose of applying the provisions 
of the Agreement dealing with subsidies and countervailing or anti-dumping 
duties. The Agreement may also have been weakened further by the re- 
writing of Article 18, which deals with the under-developed countries. This 
recognizes rather more formally than previously the special needs of these 
countries to protect developing industries and, if necessary, to do so by 
applying quantitative restrictions. In future such restrictions will merely 
have to be notified to the contracting parties of G.A.T.T.; they will not require 
their prior approval. Although this article will apply only to countries with 
low standards of living and will not allow countries such as Australia to plead 
the status of the under-developed, it will nonetheless provide a wide measure 
of automatic exemptions from the discipline of the rewritten agreement. 
Admittedly, the G.A.T.T. is to be given greater formality and permanence and 
will be administered by a new Organization for Trade Co-operation. Even 
so, it can hardly be claimed that the review has provided that new and 
toughened code for international commercial conduct that was deemed to be 
an essential condition for a satisfactory and lasting move into convertibility. 

In fact, it is still very much open to question whether the United States 
Congress will be more ready to ratify the Organization for Trade Co-operation 
than it was to accept the stillborn International Trade Organization. The 
whole trend of foreign economic policy in the United States is still very much 
in the melting-pot. President Eisenhower has succeeded in getting the House 
of Representatives to pass his version of the Reciprocal Trade Agreements 
Act but, at the time of writing, its fate at the hands of the Senate is still 
uncertain. The hearings on this legislation in Congressional committees have 
again revealed the vigour, organization and political weight of the vested 
interests of protection in the United States, and it looks now as though the 
great hopes that were raised on this particular score when the Democrats 
won the mid-term elections last November, may be doomed to serious dis- 
appointment. It is certainly significant that the Tariff Commission, which 
turned down an application for increased protection of the American bicycle 
industry three years ago, has within the last few weeks recommended an 
increase in tariffs on imported bicycles. That recommendation has now gone 
to the White House, and the decision on it will provide a much more telling 
and convincing token of the liberalism of the Eisenhower Administration in 
foreign trade matters than all the fine words its members have bestowed on 
this cause since their election. This, therefore, is also an issue on which the 
prior condition has not been satisfied and where, in fact, there may even 
have been some deterioration since those conditions were first set out at the 
christening of the “‘ collective approach ”’ to convertibility. 

The third and last of the conditions concerns the adequacy of the reserves. 
The trend of the gold and dollar reserves of the United Kingdom has been 
decidedly disappointing over the past six months. On that score alone, 
therefore, it cannot be claimed that the situation to-day is more propitious 
to a move to convertibility than it was about a year ago when this particular 
condition was still deemed to be unsatisfied. It is true that during the inter- 
vening months some progress has been made in defining the arrangements 
under which standby credits could be obtained from the International Monetary 
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Fund. But the substantial reintorcement of the Fund’s resources that had 
at one time been hoped for has not been realized. 

No reinforcement of international reserves will come from the European 
Payments Union. On the contrary, the extension of the Union that is now 
under discussion is likely to be based on a decidedly toughened version of its 
mechanism. On the pretext of helping the E.P.U. to ease the transition to 
convertibility, attempts, which are likely to be successful, are now being made 
to raise the gold-credit proportions in its settlements from the present figure 
of 50/50 to 60/40, or even 75/25. This means that in the new form, in which 
it will begin to operate from June 30 next, E.P.U. will be a smaller credit- 
giver than it has been in the past. Hence the desired expansion of international 
credit reserves can expect no contribution from this particular quarter. 

Nor can much be expected from the new European Fund, which is also 
under discussion at the present moment. Its total resources will be modest 
in the extreme, ranging between $500 and $600 millions. This European 
Fund will begin to operate only as and when the E.P.U. is liquidated by 
reason of the convertibility of one or more of its international currencies. 
The credit-giving facilities of the European Fund will be only a small fraction 
of the total credit facilities provided under E.P.U., even assuming a substantial 
hardening of the Union in its revised form. 


FROM COLLECTIVE APPROACH TO UNILATERAL ADVANCE 

It will thus be seen that none of the basic conditions that were defined as 
essential preliminaries to real progress along the road to convertibility has 
been satisfied. The whole scheme of a collective approach seems, indeed, to 
have been abandoned. In some respects this is a cause for regret. By 
moving rapidly—perhaps more rapidly than Ministers realized—towards the 
technical convertibility of non-resident sterling, the United Kingdom has no 
doubt weakened some of its bargaining power. Ministers and officials used 
to toy with the idea of extracting concessions from the United States and from 
countries in Europe against Britain’s readiness to move further along the 
road to convertibility. The scope for such tactics seems to have been 
seriously narrowed by the virtually unilateral move to de facto convertibility 
that is implied in the decision to put the Exchange Equalization Account 
behind transferable as well as official sterling. 

This fact should not be taken, however, as a condemnation of that decision. 
It was imevitable that, having gone so far in freeing the United Kingdom 
economy, the choice before the British authorities was between going still 
further forward or going far back. There was never any serious possibility 
of “ marking time ”’, of standing still while all sections of the collective move- 
ment kept strictly in line. The impetus in reopening the commodity markets, 
freeing import trade and certain important segments of exchange control, was 
- too great for the movement to be halted. The result has been some disarray. 
It would be well to recognize the fact and to tear up the carefully prepared 
convertibility blueprints drawn up between 1952 and 1954. Britain is no 
longer taking part in a level, controlled, collective approach to convertibility ; 
rather has the line become a series of jagged salients of which the most 
advanced—and one from which there seems to be no retreat without something 
approaching disaster—is that which has conferred an element of de facto 
convertibility on all non-resident sterling. 
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Danger from the Sterling Area 


was attributable not to Britain alone but to an important extent also to the 

strains imposed on it by the overseas sterling countries; and recovery was 
in turn achieved only through retrenchment in the outer sterling area as well 
as in the United Kingdom. In this latest pressure, likewise, the strain on 
sterling has not been solely a reflection of the sins and misfortunes of Britain 
alone. In 1953 the overseas sterling area achieved a surplus of around {95 
millions; in 1954 as a whole that surplus had almost certainly disappeared, 
whilst in the last half of the year and in the first few months of 1955 the outer 
sterling countries were probably already running an appreciable deficit. 
Britain itself has in turn fully run down its own external surplus (which 
amounted to £109 millions for the whole of 1953 and to £154 millions in the 
first half of 1954). Hence the sterling area as a whole, which achieved a 
surplus of over £200 millions in 1953, seems to have relapsed into deficit too. 

The London authorities themselves have acted with commendable prompt- 
ness in an attempt to prevent sterling strain from developing into sterling 
crisis on the dismal post-war pattern; but these measures alone could scarcely 
be expected to cope with the sterling problem as a whole. Herein lies the 
true significance of Australia’s import restrictions. These may cause painful 
disturbances to industries in the United Kingdom, but they should help to 
check Australia’s excess of external demand, which has constituted the largest 
overseas source of strain on sterling. The measures are, however, unaccom- 
panied by internal retrenchment, and will not have effect on payments for 
some months. From Australia—and from other sterling countries too—the 
pressure on London may well continue in the absence of further corrective 
restraints. 

The measure of the strain on sterling that has emanated from the overseas 
sterling countries is apparent from Table I. This summarizes the recent 
trading experience of Australia, New Zealand, India, Pakistan and Ceylon. 
South Africa is omitted because its distinctive position within the sterling area 
ensures that it cannot impose strain, or give relief, in the same sense. For 
the colonies full figures are not yet available; the partial returns suggest that 
exports have been rising faster than imports—though the prospect in coming 
months is clouded by some unfavourable price trends. It should be noted 
that the figures for New Zealand are estimates only, based on the payments 
accounts. 

In the last six months of 1954, as the table shows, the value of imports 
into the five major sterling countries together seems to have reached some 
£779 millions. That was the highest level since the first half of 1952 and 
represented an increase of £84 millions, or 12 per cent., on the first half of 
the year and, more significantly, one of £103 millions, or 15 per cent., on the 
second half of 1953. Yet aggregate exports in this latest half-year were {41 
millions less than in the corresponding period of 1953, at £748 millions, so 
that the balance of visible trade for the five countries swung from a surplus 
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of {112 millions to a deficit of around £31 millions. This deficit was admittedly 
not large enough to offset the surplus of £74 millions earned in the first half of 
the year (which for most of these countries comprises a larger slice of the 
flush export season). The trade figures for all the countries, save New Zealand, 
include payments for freight and insurance on imports (but not exports); but 
net expenditure on invisible items not thus included was almost certainly large 
enough to wipe out the small trade surplus of £43 millions apparently achieved 
in the year 1954 as a whole. In 1953 the countries’ net deficit on all 
“invisibles ’’ totalled {160-£170 millions. It seems fair to conclude that the 
balance of all current payments in 1954 was transformed into a sizable deficit. 
Both the weight and the sources of the strain on sterling from the outer 
sterling area stand out strikingly from the table. The deterioration of £144 
millions in the visible balance of the five overseas countries as a whole in the 
second half of 1954 (compared with the second half of 1953) seems to have 
been an even greater adverse influence on sterling than the deterioration in 
the trading accounts of Britain itself. In the second half of 1954 the net 


TABLE I 
THE STERLING AREA’S SWING INTO DEFICIT? 


(¢ millions sterling) 
BALANCE OF VISIBLE 











EXPORTS IMPORTS TRADE 
July-Dec. July-Dec. July-Dec. 
1953 1954 1953 1954 1953 1954 
Australha 2 355-0 293.0 255.0 314.5 + 99.9 —21.6 
New Zealand* .. 94.6 85.0 88.2 115.0 6.4 — 30.0 
India re - 210.0 238.3 205.2 234.1 4.8 t+ 4.3 
Pakistan: . + 69.4 58.8 607.4 63.0 1.9 — 4.2 
Ceylon .. ia 59.4 72.4 60.4 52.3 1.0 +20.2 
Total vt 788.4 747.5 676.2 778.9 + 112.2 — 31.4 








* Figures for 1954 estimated from payments accounts. 


increase in Britain’s visible deficit amounted to some {112 millions; in the 
six months to end-February the increase was £138 millions. 

The larger adverse movement in the accounts of the sterling countries 
was, moreover, almost certainly sustained in the early months of 1955; 
detailed figures are not available for these months for all sterling countries, 
but those for Australia are. And a moment’s glance at the body of Table I 
shows that it is Australia, and to a considerably smaller extent New Zealand 
too, that have been responsible for the relapse into the red of the overseas 
sterling area asa whole. In the last six months of 1954 alone, Australia trans- 
formed a surplus on visible trade of {100 millions into a deficit of £22 millions, 
whilst the swing in New Zealand was from a surplus of {6.4 millions to a deficit 
of perhaps £30 millions. The cause in both cases was a substantial increase in 
imports combined with a substantial fall in exports. The London funds of 
both these countries have accordingly been considerably depleted. The three 
Asian dominions together achieved a marked increase in their combined trade 
surplus—an improvement wholly attributable to the smallest of them, Ceylon, 
which succeeded in raising its exports by 224 per cent. and reducing its 
imports by nearly 12 per cent. 

It would be wrong, however, to contrast too dramatically the strain on 
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Britain that has stemmed from the Antipodes with the relief that has been 
provided by the Indian sub-continent—welcome though that contrast un- 
doubtedly has been. The improvement in Asia has been to a certain extent 
the result of fortuitous and temporary influences. Ceylon’s remarkable 
achievement is primarily attributable to the steep rise in the price of its major 
export, tea—a rise that has been checked in recent weeks—and to a con- 
current fall in the price of its most important import commodity, rice. India, 
too, owes much of the recent buoyancy of its exports to the price of tea; and 
in the last quarter of the year its imports rose steeply,-to a level nearly a third 
higher than in the last quarter of 1953. The growth in imports in that period 
more than offset the rise in exports, and reduced the surplus on visible trade 
from {18.6 millions to £7.4 millions. The higher level of imports is, moreover, 
likely to continue this year, since restrictions have been eased. 

Pakistan secured little relief from favourable price movements in 1954, 
and until the last two months of the year its exports remained below their 
1953 level. The trade deficit was confined to small proportions only through 
a drastic restriction of imports. But these restrictions have now been sub- 
stantially relaxed. The financial strain appears likely to be limited in part 
—but only in part—by an appreciable increase in United States aid. There 
is evidently a possibility of a reversal in the near future of the relatively 
favourable trading performance of the Asian dominions; and this danger 
needs to be carefully watched. 

For the present, it is upon Australia and New Zealand, the major sources 
of pressure from the outer sterling area so far, that attention must be most 
anxiously and closely focused. Both countries have suffered to a certain 
extent from an adverse movement in world prices—chiefly, of course, from the 
lower level of wool prices this season than last. But a more important cause 
of the deterioration has been the growing pressure of internal inflation which 
has had its customary effect in boosting imports as well as reducing the 
volume of exports. The extent of inflation appears to have been appreciably 
greater in Australia than in New Zealand; and Australia has also done far less 
to counter it—the tightening in its import restrictions will, of course, only 
intensify the pressure of excess demand internally. Australia’s exports 
recovered somewhat in December and in the first two months of 1955 with 
the upturn in wool prices, but imports rose faster and the trade deficit con- 
tinued to grow. 

The fall in London funds has thus been only barely checked in this favour- 
able export season. At the beginning of March the Commonwealth Bank's 
holdings of gold and sterling funds stood at {A409 millions, {A134 millions 
below the high level reached on March 24, 1954, and more than halfway 
back to the post-Korean nadir of {A280 millions, touched in July, 1952. The 
month-by-month deterioration in Australia’s trade accounts is shown in 
Table II (in which, it should be noted, figures are given in Australian pounds). 
The deterioration in Australia’s visible balance, which actually began early in 
1954, has continued at a fairly even rate since the beginning of the Australian 
fiscal year in July. In the eight months to February imports rose to £A539 
millions, compared with {A425 millions a year before, whilst exports dropped 
from £A560 millions to {A498 millions. This transformed a visible surplus of 
£A135 millions into a deficit of £{A4o millions—a deterioration that is itself 
actually as large as that registered by the United Kingdom, on a level of 
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trade over five times as large, in the six months to end-February last. The 
table shows also that well over half of Australia’s deterioration in the last six 
months of 1954 alone occurred in trade with non-sterling countries. The 
deficit with the dollar area rose by £Az2r1 millions (from £A3.4 to £A24.7 
millions), while the surpluses with Western Europe and other non-sterling 
countries fell steeply—from £A72.9 to £A34.3 millions and from £A32.6 to 
£A3.4 millions respectively. In the circumstances prevailing in the exchange 
markets at the end of 1954 and early 1955 the additional sterling released into 
non-resident hands through this deterioration is likely to have caused a larger 
loss to the central reserves than might appear from the nominal effect on the 
United Kingdom’s balance with the European Payments Union. 

The deterioration in Australia’s trade and payments accounts had in fact 
become so serious that drastic direct action to restrict imports had become 
inevitable—and indeed desirable. The first move in this direction had been 
taken in October last, by the reversal of the liberalization that had been con- 





TABLE II 
AUSTRALIAN OVERSEAS TRADE 
(fA millions) 


1953-54 1954-55 


Visible Visible 

Imports Exports Balance Imports Exports Balance 

July - - as 52.1 79.9 +27.8 70.5 53.0 —-17.5 
August - — os 52.2 50.5 — 1.7 66.9 44.7 —22.2 
September . . ia - 53.6 60.8 + 7.2 70.5 55-0 —15.5 
October... ‘ss 50.7 87.7 + 37.0 65.1 75.0 + 9.9 
November .. - oe 50.8 85.5 +-34.7 55-1 51.8 — 3.3 
December .. i = 58.7 78.4 +19.7 64.4 86.2 +21.8 
January... ca “ 60.8 58.8 —- 2.0 76.4 64.6 —11.8 
February .. - ia 46.1 58.5 +12.4 69.8 68.3 - 1.5 
Total eight months... 425.0 560.1 + 135.1 538.6 498.3 — 40.3 

By Area—Totals, 
July-December 

Sterling area = 7 209.7 232.3 + 22.6 246.6 206.9 — 39.7 
Dollar area. . - - 41.0 37.6 — 3.4 g7.2 32.4 —24.7 
Western Europe .. wie 42.5 II5.4 +72.9 58.1 92.4 + 34.3 
Other oa ‘a 7 24.9 57.5 +- 32.6 30.7 34.1 + 3.4 


ceded for ‘‘ essential ’’ imports six months before. But these measures, 
unsupported by any firm check to internal credit expansion, seem to have 
been wholly ineffective. The present measures—equally unsupported—reduce 
quotas for the “ essential’’ categories by 15 per cent., to 85 per cent. of 
imports in 1950-51; imports controlled by administrative licence are cut by 
20 per cent. and quotas for ‘‘ category B”’ goods from 60 to 40 per cent. of 
iniports in 1950-51. Further, imports of certain key goods that have hitherto 
been uncontrolled—including iron and steel and replacement parts for vehicles 
—are now to be restricted to the total imported in 1954. The effects of the 
cuts will not, of course, be felt for some time on landed imports; the eventual 
reduction is put at around fAr100 millions in the year to June 30, 1956, and at 
{A160 millions a year thereafter. 

These mere physical restraints can, of course, scarcely be more than short- 
term expedients unless they are accompanied by domestic measures to curtail 
the excess of demand at itssource. This necessary monetary restraint ought, 
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in fact, to happen automatically to some extent. The contraction of Aus- 
tralia’s overseas funds causes a decline in the cash reserves of the Australian 
trading banks, and to that extent the worsening of the overseas balance 
should itself provide a check upon internal credit expansion. But, in fact, the 
Commonwealth Bank has granted releases from the banks’ “ special accounts ”, 
and although these releases from immobilized reserves have fallen short of 
what the trading banks desired, they have felt justified in continuing to lend 
very freely, thus boosting private spending. During 1954 total bank advances 
rose by {A138 millions, or by nearly 19 per cent. 

New Zealand, like Australia, experienced a considerable increase in imports 
following relaxations in administrative controls a year or so ago; and exports 
of its staple products have likewise been under pressure. In 1954 it incurred 
a deficit on its balance of payments of £16.6 millions, compared with a surplus 
of {26.2 millions in 1953. The reaction of the authorities, however, was not 
to revoke the liberalization of trade but rather to try to sustain it by ad- 
ministering a check to excess demand at its source. At the end of November 
the Reserve Bank raised its discount rate—dormant at 13 per cent. for 
thirteen years before the increase to 3} per cent. in April of last year— 
by 4 per cent. to 4 per cent., and at the same time increased the minimum 
reserve ratios of the trading banks from 20 per cent. of demand deposits to 
25 per cent.—reversing the temporary relaxation in reserve requirements 
made two months before. The effect of these moves was immediate. The 
banks’ liquidity was already strained, and most of them were forced to borrow 
at the Reserve Bank at the end of the year. The upshot was that advances, 
which had risen from {141.5 millions in December, 1953, to £170.4 millions 
by end-October last, fell back by over £4 millions in the last two months of 
the year, despite the heavy seasonal demands for export finance. Imports 
in the first two months of 1955 have, moreover, dropped significantly from 
the high levels of previous months. | 

The promptness of New Zealand’s monetary restraints is commendable, for 
it was not faced by any acute crisis. Admittedly, net overseas assets of the 
Reserve Bank and trading banks combined fell by £52 millions in the last half 
of 1954, or by considerably more than the normal seasonal decline—and in 
January they fell by a further £9 millions, against the seasonal trend. But 
at £87 millions on December 31 they were still higher than at the end of any 
post-war year except 1953 (when they amounted to {104 millions). From 
New Zealand’s own standpoint, then, there is still a fair cushion available to 
withstand any further lag in the corrective effect of its anti-inflationary 
measures. In Britain, however, the continued strain must be viewed with 


erowing concern. 


CAN ASIAN DOMINIONS HOLD THE LINE ? 


Movements in the London funds of the other major overseas sterling 
countries—India, Pakistan and Ceylon—suggest that these countries have 
exerted no such pressure on Britain. Indeed, they appear rather to have 
helped to finance the over-spending by Britain and Australasia. Precise 
information about the movement of these funds is indeed not available, but 
figures are published of overseas assets (including gold reserves) as a whole— 
and the great bulk of these assets is held in London. The most impressive 
increase has been achieved by Ceylon, whose overseas assets rose month by 
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month during 1954 from {50 millions in January to £73 millions in January, 
1955. That increase of nearly 50 per cent. is plainly attributable to the large 
improvement in the trade balance. In 1954, as a whole, the country achieved 
the record trade surplus of £31 millions—against deficits of £3 millions and 
{15 millions in 1953 and 1952 respectively. 

This improvement was concentrated for the most part in the balance 
with other sterling countries. But, despite the fall in exports to the United 
States and Canada—from $394 millions in 1953 to $35 millions in 1954— 
dollar imports were sufficiently reduced to effect a fractional increase, to $29 
millions, in the visible surplus with those two countries. The reduction in 
Ceylon’s dollar imports was caused mainly by a fall in import volume; but 
the fall in imports as a whole owed much to falling prices. In the third 
quarter of 1954, for example, the import bill of Rs. 348 millions was some 
Ir per cent. smaller than a year before, for a fractionally higher volume of 
goods. The firmer trend in the price of the major import, rice, is now tending 
to eliminate much of this gain. 

The threat of a change of trend in Ceylon is small, however, beside the 
movement that seems already to have begun in Pakistan. In the first half 
of this year the authorities are permitting imports to rise to a level up to 
twice that of the previous half-year, when they totalled £63 millions (com- 
pared with £53 millions in the first half of 1954 and £67 millions in the second 
half of 1953). A large variety of capital and consumer goods has been 
removed from quota restrictions; and licences for items that remain restricted 
are now valid for import from any currency area. Hence there may be a 
substantial increase in purchases from the dollar area, for the restrictions last 
vear cut dollar imports heavily. 

The ending of discrimination against dollar goods is understandable, since 
the liberalization of imports has itself been permitted primarily by the 
increased allocation of United States aid. All forms of aid together, including 
receipts of surplus farm commodities, are expected to rise from $23 millions 
in 1953-54 to some $110 miilions in the current year. Pakistan could thus con- 
ceivably succeed in raising the level of its dollar imports without incurring 
extra financial strain on the dollar pool; but the additional aid would still 
cover only a fraction of the increase in total imports that is envisaged. It is 
therefore difficult to see how the country can avoid causing marked strain on 
sterling, and make considerable calls on its sterling balances. Those balances 
are believed to have fallen to the low level of {90 millions at mid-1954; but 
since then they have been gradually replenished. 

The prospect for India’s balance of payments in the current year is less 
certain. The level of its export receipts will be much affected by the course 
of tea prices, and also by any action that may be taken by its customers, and 
particularly by Britain, to impose restrictions on imports of its cotton piece 
goods—the recent rise in exports was largely attributable to an increase in 
these shipments. Further, India, largely of its own choice, enjoys only small 
telief from American aid. In 1954 total receipts—granted almost exclusively 
under the technical assistance programme—amounted to under $4 millions. 
This year, however, some increase in loans is expected. The only other sizable 
special dollar funds will be the $10 millions provided by the World Bank 
to the new Industrial Credit and Investment Corporation. Yet imports, as 
already noted, rose steeply in the last quarter of 1954, and this rise is likely 
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to be sustained under the more liberal licensing arrangements now in force, 
threatening further strain upon London balances. At end-June last the 
country’s sterling funds totalled around £550 millions—a level regarded as 
littie more than adequate to provide minimum working balances and cover 
for the steadily increasing note issue. The country’s sterling holdings probably 
fell during this half-year, for total overseas assets fell steadily through the late 
summer and autumn, though a recovery in December brought them to £635 
millions, only £10 millions below their level at end-June. 
* 

Altogether, it is plain that the chances of a sure restoration of sterling lie 
to an important extent in the hands of the overseas sterling countries. It 
may be that some moderate relief will come soon from the terms of trade— 
for Britain, if not for the overseas sterling countries as well. To that extent 
the adjustment needed to correct Britain’s own disequilibrium will be corre- 
spondingly lessened, but the burden of the whole problem will still rest upon 
Britain until a due proportion is taken up by the overseas territories. If the 
sterling system is to escape spasms of this kind, there must be a due alignment 
of the policies of its members. Import restrictions alone—that is, unaccom- 
panied by monetary measures to restrain domestic demand—have never yet 
succeeded in overcoming, as opposed to checking, a balance of payments crisis. 
Britain now is entitled to look to its partners to contain their own excess of 
demand and to recognize this task as a joint responsibility. 








British Banks in Town and Country 
An Artist’s Sketchbook 


By Geoffrey S. Fletcher 


ANCHESTER, described by Disraeli as the ‘‘ modern Athens ”’, has in 

fact few classical buildings of importance. It does, however, boast one 

or two of particularly fine quality—notably Barry’s Manchester Insti- 
tution, now the City Art Gallery, and the Manchester branch of the Bank of 
England, which forms the subject of our sketchbook this month. 

The original home of the Bank’s branch in Manchester was actually on an 
adjoining site in King Street; business began there in 1826, but in the 1840s 
the present building was erected to the designs of C. R. Cockerell, and opened 
for business in 1847. In 1920 the entrance, which had previously been on the 
Pall Mall side, was reconstructed on the King Street side. The building has 
been scheduled under the Town and Country Planning Act as of historic or 
architectural interest. 

The Bank of England has traditionally displayed a fortunate choice in its 
architects. Cockerell, professor of architecture at the Royal Academy, suc- 
ceeded Sir John Soane as architect to the Bank in 1833. He was a man of 
the very highest architectural attainments and can be described as the last 
of the great classical architects. His work is always distinguished by fine 
taste and severity which, by reason of his mastery of classical detail and 
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his great enthusiasm for the style, never becomes ordinary or dull. This, 
indeed, applies to most of the architects commissioned by the Bank of 
England: Soane, Sir Robert Taylor and Cockerell all imparted a distinction 
to the work they carried out. Cockerell also designed buildings for the Bank 
in Bristol and Liverpool, though to the general public he is perhaps better 
known as the architect of the Taylor Institution, Oxford. 
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The Capital Market — its Mechanism 


and Scope 
By Sir Oscar Hobson 


N the preface to his classic, ‘“‘ The English Capital Market ’’, . Lavington 
[ics the story of an eminent divine who, after the decisive defeat of his 

party in the House of Commons, went home and planted mustard and cress 
in his garden. Shortly afterwards he was able to assure his friends that, 
crushing though their political defeat had been, the herbs had germinated 
and grown in much the usual way. Lavington told the story by way of 
fending off criticism of his book based on the fact that, though published in 
1921 after World War I, it was in large measure a description and interpre- 
tation of the financial institutions of the City in 1914, before the war began. 

Lavington’s full-length study of the capital market is now, therefore, 
fully forty years old. And now we have a study of similar scope and com- 
prehensiveness of ‘‘ The London Capital Market ”’ of to-day by Mr. Norman 
Macrae.* Does the parable of the mustard and cress still hold good? On 
the strength of a reading of Macrae and a re-reading of Lavington I can say 
that it does. The changes in the workings of our capital market since I914 
have been vast in scale and emphasis and procedure. Nevertheless—c’est la 
méme chose. In essentials, in the principles that govern it, the market is the 
same. And, as both writers deal at length also with the system of monetary 
control to which the capital market is ultimately subservient, I can go further 
and say that, on their evidence and though two great wars and not merely 
one have intervened between “ then ”’ and “ now ’’, though the gold currency 
has passed into limbo, the principles and methods of control practised by the 
Bank of England are much the same as they were. Says Lavington, for 
example, after describing how Bank rate works on the gold reserve and the 
lending power of the joint-stock banks: “‘ The fact that it (i.e. the Bank) has 
at times to reinforce the influence of a rise in its rate by borrowing from the 
market shows that the Bank rate is inadequate as an effective means of 
dealing zmmediately with temporary disturbances. The lack of any close con- 
nection between Bank and market rates marks, then, a definite weakness in 
the power of the Bank of England to carry out the duties with which it is 
entrusted ’’. Would one be wrong in supposing that the Old Lady is to-day 
just as conscious of the difficulties thus indicated as she was when she was 
forty years younger? And again, Lavington refers to the very small size of 
the Bank’s gold reserve in relation to its ‘‘ very large international liabilities ” 
and remarks that this must often lead the Bank to react to disturbing causes 
more violently and to make more drastic use of the Bank rate than would 
otherwise be necessary. Lavington knew not the term “ balance of pay- 
ments ’’, but he seems to have got the idea all right ! 

Lavington’s statement disposes of the idea which seems to have recently 
acquired some hold that under the classical ‘‘ automatic ’’ system of control 
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the Bank did not normally change the Bank rate except in response to move- 
ments of the market rate. Macrae who, of course, was writing before the 
two recent increases in Bank rate, does not discuss this point of technique. 
He links as parallel weapons the use of the Bank rate and of “‘ open market 
policy ”’ through the selling of bills or gilt-edged securities to the market (or 
buying from the market) in order directly to restrict the volume of credit. 
He discusses soine of the modern dodges such as debt refunding operations 
designed to work on the banks’ “ liquidity ratio ’’ and qualitative controls 
over the type and volume of the banks’ advances to their customers. These, 
however, are merely trivial variations on the old classical theme. There 
remains one alternative “‘weapon”’ unknown to Lavington which Macrae 
discusses and of which we may well hear much in the very near future— 
budgetary control. Mr. Macrae makes the sound points that budgetary policy 
can be brought into full effect only once a year, that it can be more usefully 
applied to reflate demand in recession than to deflate it in boom time, and 
that it cannot be relied upon to promote saving or investment. Added to 
which, of course, it can never be insulated from “ political "’ influences. 

‘Monetary control’’ is the subject of the second part of Mr. Macrae’s 
book. The first and longer part is devoted to a description of the capital 
market of to-day and of the forces under which it works. If the basic forces 
are the same in 1954 as in 1914, there are, of course, tremendous changes of 
scale, orientation and organization. 

The main changes are obvious enough. In 1914 the market, and particu- 
larly the “‘ new issues ’’ section of it, was predominantly a market in overseas 
securities: whereas now it is a market in home securities. Since the early 
‘twenties the swing, according to Macrae, has been from about 6 : 5 in favour 
of overseas to 5 : I in favour of domestic issues. Accompanying that swing 
there has, of course, been a tremendous proportionate increase in the amount 
of capital issued for British industry. Before 1914 the volume of issues in 
London for industry, meaning manufacturing industry, was _ insignificant. 
Railways, canals, gas, electric and water undertakings, banks and breweries, 
raised capital through the market, but the mills and factories of the country 
hardly at all. Shares of companies such as Lever Brothers, Associated Port- 
land Cement, Imperial Tobacco, Vickers and a few of the big textile combines 
were quoted on the London Stock Exchange, but their number was not large. 
It is commonly said that this was because the great merchant banking houses 
could make such princely profits out of floating loans for foreign governments 
that they had no time for the petty issues of capital that home industry needed. 
There is some truth in this but by no means the whole truth. The fact is 
that for capital issues of small amount—say a quarter of a million or less— 
the machinery of the London market, with its underwriting commissions and 
advertising costs, is apt to be prohibitively expensive. So long as the scale 
of the great bulk of our industry was as small as it was until, say, twenty-five 
vears ago, public issuing through the market was not a suitable method of 
raising capital. The traditional methods which Messrs. Lavington and Macrae 
both describe—private loans from friends and relations or from local capitalists 
arranged through solicitors and other agents, and above all “ ploughing back ”’ 
of profits—were in those days the only possible ways by which small 
industry could provide itself with permanent capital. And it is, of course, 
much the same now, despite the various “ special institutions ’’ that have been 
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formed—the first of them incidentally, the British Shareholders’ Trust, during 
the course of World War I—to help the “ small man ”. 

In the nature of things it is much easier to know who is demanding capital 
than who is supplying it. So far as issues are made publicly there is no 
difficulty about analysing and describing the nature and distribution of 
demand. But it has hitherto been well-nigh impossible to discover in any 
detail the sources of supply of capital. Who broadly are the individuals and 
institutions who make or canalize the savings that go to provide the nation’s 
new capital? It is a matter of social importance, and not of mere curiosity, 
that an answer to that question should be found. 

Mr. Macrae, making full use of the information that has been collected by 
various official and unofficial sources, has made some very interesting estimates 
of the holdings of various types of investors in (a) government, and (4) other 
marketable securities, and also of the amount of new funds flowing into the 
capital market from the divers institutions handling savings of individuals. 

From his estimates it would certainly seem that the opinion one sometimes 
hears expressed in the City that “‘ no one nowadays goes into gilts who doesn’t 
have to”’ is not altogether without substance. At any rate, he believes that 
of £14,783 millions of quoted gilt-edged stocks (at March, 1953) “‘ institutions ”’ 
held {10,000 millions, of which Government departments accounted for £3,000 
millions, banks and discount houses for £2,800 millions, insurance companies 
for £2,000 millions, and pension funds, building societies, etc., for £950 millions. 
Joint-stock companies and trusts held £1,300 millions. That leaves around 
£3,500 millions for the “‘ ordinary investor ’’, which is certainly quite a lot, but 
represents, nevertheless, only £70 for each man, woman and child of us. 
This over-taxed and much harassed individual is nowadays, apart from his 
insurance and pension fund contributions, probably not much of a net 
investor at all. Yet it would seem that he is still a large holder of industrial 
stocks, whether prior charge or equities, for of £10,650 millions of quoted 
‘other marketable investments” held by British investors, Mr. Macrae 
estimates that the “ institutions’’, for all their new-found enthusiasm for 
equities, hold only some {2,500 millions. That is less than one-quarter, so 
that it would seem that the institutional stake in equities is much smaller 
than it is commonly supposed to be, and that the “ ordinary investor ” with 
some {7,650 millions of these other marketable securities is in the mass still 
much the biggest holder of equities. Nevertheless, the big source of new 
investment money is the insurance companies plus non-insurance pension 
funds. Between them these now have an annual growth of funds exceeding 
£360 millions, though of this some {100 millions or more finds a home in 
mortgages and other assets not dealt in on the Stock Exchanges. 

All these figures are, as Mr. Macrae is the first to acknowledge, to a con- 
siderable degree speculative and subject to amendment in the light of later 
information. They have, too, another defect that at the best is only partially 
remediable. That is, that they are out of date by the time they can be 
published. Mr. Macrae’s estimates of holdings referred to March, 1953. At 
a time when popular savings have been increasing as rapidly as they have in 
the past two years that could be quite a serious source of misinterpretation. 
Nevertheless, I certainly feel that these statistics are a valuable addition to 
our knowledge of markets and should, as time goes on, prove an increasingly 
valuable aid to understanding movements in market turnover and prices. 






























“Freedom” versus Prosperity 


A Left-wing Conclusion from the New Unbalance 
By T. Balogh 


OR the fourth time since the war a severe unbalance has suddenly beset 
aritish international payments. For the fourth time the authorities have 

been caught almost unaware; the ink was scarcely dry upon their relaxa- 
tions of instalment credit restrictions—or upon the optimistic statements 
that had followed one upon another. The ineradicable yearning for the 
comforting womb of /aisser-faire automatism—seen by civil servants as a 
complete protection against responsibility—and the thirst of the Bank of 
England for the prestige of managing a world currency must between them 
shoulder the basic responsibility for this. As in 1947 and 1951—but in 
complete contrast to 1949—the present loss of balance is due to a worsening 
of the terms of trade (and not to any slump overseas) combined with full 
employment and the liberalization of trade and payments—the return to 
“free ’’ market economics. 

Admittedly, the present predicament seems less serious than the troubles 
of those earlier years. In 1947 the situation was aggravated by the fuel 
crisis—itself a horrific example of complete lack of co-ordination and foresight 
on the economic front; and in 1951 by the sudden imposition on a fairly 
strained economy of an ill-digested programme of rearmament (almost imme- 
diately cut by the incoming Conservative Government and afterwards cut 
from this to one-half of the original estimate). In so far as no such extra- 
ordinary disturbance is involved at present, the problem of the authorities is 
correspondingly less pervasive and correspondingly easier to deal with. 

This swing in the balance should not have been so surprising: the really 
interesting fact is indeed that it did not occur much earlier. British produc- 
tion had been recovering rapidly at a time when America was undergoing a 
slight recession. Both tendencies have in the past put a strain on the British 
balance of trade. The relaxation of import restrictions, especially on dollar 
imports, and the freeing of commodity markets could in any case have been 
expected to increase Britain’s ratio of imports to national income. The 
facility granted to European traders to buy dollar commodities against sterling 
not merely increases Britain’s demand for dollars but also tends to depress 
its exports (since foreigners who earn sterling have the choice of buying 
dollar goods instead of sterling goods only). Thus the Conservatives went 
some way in making sterling convertible, relaxing the discrimination against 
dollar supplies. In consequence some of the dominions, and especially 
Australia, that had relied for some of their exports on a British market 
protected for them by discriminating restrictions (and/or bulk purchase agree- 
ments) were suddenly put into an awkward situation. They in turn saw no 
reason to discriminate against (cheaper) dollar imports when Britain had 
ceased to do so. As could have been foreseen, the process of liberalization 
threatened Britain’s exports within the sterling area as well as outside it. 

The process did not stop there. The liberal dogmatists of the Board of 
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Trade were able to bamboozle Mr. Thorneycroft with the same ease with 
which they had bamboozled Sir Stafford Cripps (who, for all his forensic 
brilliance, or perhaps because of it, was as easy to bamboozle in economic 
matters as he was difficult to debamboozle once converted, much like Keynes’s 
description of President Wilson—except that Cripps, once converted, was apt 
to convert everyone, including his critics, with his irresistible logic). Accord- 
ingly, the British delegation to the G.A.T.T. Conference pressed for a general 
prohibition of quantitative restrictions and discrimination alike. They were 
completely oblivious to Britain’s own perils at the hand of countries that are 
capable of devoting a greater portion of their income to productive investment, 
either because of a more ‘unequal distribution of income (as in Germany or 
Japan) or because they are richer (like the United States). Nor was there 
the slightest chance that under-developed areas would accept this. The wise 
words of Sir Hubert Henderson, written all but ten years ago and so often 
and so fully justified, were again disregarded: “It would be foolish and 
dangerous to indulge in the hope that we may compensate ourselves for 
having to accept American demands which we know to be unreasonable by 
pressing demands on other countries that will seem no less unreasonable to 
them’’.* As inthe war years, American demands have once more become British 
policy. In the exchange sphere, the Bank of England matched these policies 
by definite action—by liberalizing transferable sterling, thus enabling the 
former bilateral account countries to use their sterling to buy goods outside 
the sterling area, and providing new possibilities for “ shunting ’’ operations 
(the resultant losses from which were described in THE BANKER last month). 

Despite all these measures the British balance of payments until last 
summer showed continued improvement. The paradox, as has often been 
explained, is resolved by the improvement of Britain’s terms of trade since 
1951. Between 1951 and 1953 the terms of trade improved, on a yearly 
average basis, by 15 per cent. This was due to a sharper fall in the price of 
imports than of exports, and as imports are considerably larger in total value, 
the gain from this swing in the terms of trade was especially great. By 1954 
the net addition to real income and the trade balance over 1951 may be put 
at {480-600 millions. 

An increase in United States military expenditure in Britain, which is 
non-commercially determined, was an additional help. Finally, and perhaps 
the most important: confidence in the Conservative Government led to an 
inflow and retention of foreign funds in London and to a decided increase in 
the London balances of sterling countries. The latter increase showed that 
a considerable restraint was still exercised in the expenditures of the Common- 
wealth, a restraint on which the British Government could hardly rely in 
the longer run in view of its own policy of relaxation. 

It should be noted that at £4,337 millions on June 30 last Britain’s sterling 
liabilities just about reached their record level again. If this increase was 
gratifying, it also showed that little leeway existed for any slackening of 
vigilance. In particular, the growing indebtedness of Britain completely 
altered the basic significance and modus operandi of the Bank rate on the 
balance of payments. Before 1914 the existence of a revolving fund of short- 
term credit of some £400-600 millions put London into an immensely strong 








* Writing on the Anglo-American Financial Agreement. Bulletin of the Institute of Statistics, 
1946, Vol. 8, p. 13. 
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position. An increase in the Bank rate then did not merely recall funds to 
London (or, rather, lead to a non-renewal of some credits) but it also 
strengthened the current balance of payments by increasing the interest 
return on the revolving fund. A I per cent. rise was equivalent to some 
{4-6 millions per annum in interest earnings, or roughly 1 to 1} per cent. of 
total imports (which in present conditions would be {34-50 millions per annum). 
Thus a rise in Bank rate reinforced both capital and current balance, whatever 
may or may not have been its indirect effects on the balance of trade through 
the level of economic activity at home. This is not the whole story. Through 
the pressure exerted on the commodity markets, credit restriction had the 
further tendency of relieving pressure on the current balance of payments by 
exerting a depressing influence on commodity prices. As Britain’s imports 
consist of food and raw materials, whose prices are much more volatile than 
those of the manufactures she exports, this was (at any rate since about 1895 
when coal and textiles ceased to dominate export prices completely) a further 
balancing influence. 
BANK RATE THEN AND Now 


Detailed survey would have shown that a number of these factors have 
been weakened or reversed by the profound changes that have taken place 
in Britain’s internal and international position since 1914. Though Britain 
remained the world’s second greatest importer, her impact on commodity 
prices undoubtedly weakened. A definite movement in the United States 
would in any case overwhelm any influence that British trends of policy 
could exert on foreign prices and activity. At the same time a profound 
change overtook the British capital balance: instead of having a net creditor 
position on short-term account, Britain has become the world’s greatest 
debtor. An increase in Bank rate by I per cent. now, far from aiding the 
current balance, must weaken it—to the tune of £40 millions per annum, 
or only slightly less than 1 per cent. of imports. A return to the “ old- 
fashioned ”’ cures is handicapped correspondingly; and as the indirect effects 
on the terms of trade have also weakened, the hope for monetary policy must 
depend, under unfavourable circumstances, entirely upon its effect on internal 
consumption and investment. 

What, in these conditions, are the portents of the triple policy announced 
by the Chancellor of directly curtailing hire purchase (for which he was gently 
reproved by The Banker and The Economist), of raising the Bank rate, after 
its tentative increase of } per cent., by the full 1 per cent. usually taken as a 
storm-signal, and at the same time restoring sterling convertibility ?* As 
we have seen, the last two measures will considerably burden the current 
balance of payments. The rise in the Bank rate may eventually involve 
Britain in an additional interest bill overseas of some {60 millions, as and 
when the various short-term investments fall due and are replaced by higher 
yielding ones. The decision to support transferable sterling means that 
holders of such sterling will be the more ready to offer it against dollars than 
they would have been at a lower figure, and more dollars will be given for the 
sterling sold. True, there may be a temporary shock effect that will make 
these holders pause until the extent of official support has become completely 








* Intervention in the markets for transferable sterling may be a further step towards con- 
vertibility; but the authorities would be shocked if they thought that this amounted to 
“ restoration ’’.—Ep. 
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apparent. But thereafter, unless sterling is made as scarce and desirable as 
the dollar, the basic factors will assert themselves and the unfavourable 
effects of the move will become apparent. Indeed, the very turmoil on these 
markets might attract new sellers.* 

No doubt the rise in the Bank rate has had a favourable effect on short- 
term capital movements; but these, surely, are aggravating the eventual 
problem, by increasing Britain's indebtedness, its interest burden, and the 
vulnerability of the currency. The increase in the turnover of the London 
markets and of their commission earnings, which seems to have been the 
leitmotiv of the Bank’s policy, fades away into insignificance as against this 
massive debit. The “ contribution ”’ of the City to the current balance of pay- 
ments is, on this reckoning, heavily negative so far, and there is no likelihood 
of its ever becoming positive. We are paying heavily for the prestige of 
being an international financial centre, a position that was so lucratively 
enjoyed by the Victorian and Edwardian ancestors of the present generation 
of banking experts. It all reminds one of the rest of our imperial prestige— 
which costs cash instead of bringing it in. One can imagine the shudder of 
a Gladstone or a Goschen at such cock-eyed arrangements. 

Does this mean that the new policy is either doomed or depends on unem- 
ployment for its effectiveness? By no means. There are several factors 
that might by their coincidental operation once more reproduce the unusual 
set of circumstances which, in the period 1952-54, completely falsified the 
apprehension of the critics of Mr. Butler, including myself, and helped to 
make the Bank rate policy effective without politically destructive conse- 
quences at home. For a British credit policy to be effective in turning the 
terms of trade without causing a collapse in the purchasing power of our 
customers, American business activity needs to be equable: neither boom nor 
slump. A 1949 is as upsetting as a 1947 or 1951. But now there is some 
hope that the British Government will turn out to be as lucky in 1955 as in 
the last potential crisis year of 1953 (if the biennial curse is still upon us). 

American business activity has sharply rebounded since November, 1954, 
and probably contributed to upsetting our applecart. But in the automobile 
industry, after a period of hectic activity, stocks are once more mounting 
sharply, and it is hardly likely that activity will continue on its present level. 
The weakness in the U.S. commodity markets may well be caused by the 
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* I owe this suggestion to Sir Donald MacDougall. 
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lessened purchases of that ubiquitous industry. Productive investment con- 
tinues its downward trend and if construction has up till now more than 
offset this decline, its level seems extremely high. A determined dose of 
cheap money could, of course, buttress the basic factors. But cheap money 
still seems to evoke deep anti-inflationary emotions and cannot be enforced 
by a Democratic Congress against a hostile Administration. 

~ On the other hand, the split between the Executive and Legislature since 
the defeat of the Republicans at the autumn elections has put both parties 
desperately on their mettle. Neither could afford unemployment, especially 
not the Democrats. Thus the relaxation of taxes on the poor which is the 
Democratic, and the $100 billion road programme which (if not the Republican) 
is the Eisenhower contribution to stabilizing business, both provide some 
stimulus. I conclude, therefore, that the American background essential for 
the success of Britain’s monetary policy does exist. 

The increase 1n Bank rate seems to have already had some effect on forward 
buying and stocking. Tea prices have fallen, so have rubber and copper 
prices; meat is down and timber seems weaker. Though these movements 
may in part have been due to a shock-effect, a temporary postponement of 
purchases to be offset by heavier demand subsequently, it is conceivable that 
a part (and possibly a greater part) represents a squeeze on speculation. It 
is, moreover, not impossible that an improvement in the terms of trade would 
not even impair the chances for our exports (because the fall in price of food 
and raw materials will in its effects on our customers’ income be offset by the 
expansion of their production). 

The effect of Britain’s monetary policy on internal demand might not, in 
the short run, damage the Government politically. It has brought the Stock 
Exchange boom to a halt. But losses on the Stock Exchange do not mean 
losses of votes. They might well mean gains, and the slackening of con- 
sumption demand they induced might reduce imports and the production of 
selected luxury goods, which are not very important politically. Admittedly, 
the curtailment of consumer credit might have awkward consequences. But 
it was surely better to risk that odium by sharply striking on a limited field 
than to be forced to wait until the increase in interest rates had worked itself 
through the whole economic system. And some of the slack caused may well 
be taken up by exports rather than result in an increase of unemployment. 
The fact that German costs have at last begun to rise more steeply than 
productivity is a favourable factor of some importance in this respect. 

It is by no means certain that the Government’s ‘“‘ New Look ”’ policy will 
not once more be vindicated (and, if it is vindicated, it will presumably be 
elevated by Mr. Colin Clark into an Economic Law). It is in the long run 
that I feel some dejectiin: the constriction of capital markets comes at a 
moment when productive investment, which came so badly off in the economic 
miracle of 1952-53, was just about to recover. Approvals of industrial 
building plans had reached their highest level, and building starts had also 
increased—even if not much above the insufficient level of 1950. Now this 
investment is bound to fall considerably unless the terms of trade improve 
very quickly indeed so that the deflation can be relaxed before it does any 
damage at all in this sphere. Mr. Butler could conceivably better his earlier 
success. But this is not probable. 

This particular prospect would, of course, have been different had Mr. 
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Butler succeeded by his various tax measures and persuasiveness in increasing 
investment before a worsening of the situation forced him to reverse his policy. 
Possibly he himself had come to feel a bit uneasy about the New Look. He 
certainly resisted convertibility in Washington last autumn and tried his best 
to boost investment as rapidly as possible. Now, even if the miracle is 
repeated, investment will hardly climb to and stay at the required level before 
yet another gust forces a further somersault in policy. Britain is under 
pressure now, and yet can protect itself in the storm only by undermining its 
longer run possibilities. 

There is a considerable and respectable body of opinion which holds that 
it might be better to choose less investment rather than more,* to prefer 
a nicer but less prosperous life rather than buttress our earning power by a 
forced increase of investment (though the need to reduce body fatigue of our 
workers would also seem to depend on an increase of investment).t It is 
incontestable, however, that there is a continuous agitation of the workers 
for higher real wages rather than more leisure. This means that—unless we 
succeed in increasing investment and productivity to supply the need or in 
causing unemployment to frustrate it—we shall periodically be exposed to 
crises in the balance of payments. And for reasons that have been discussed 
at length? it is unlikely that periodic devaluations or a continuous gentle 
depreciation can provide an answer to this recurrent problem. 

Thus the present policy of liberalization necessarily results in the re- 
introduction of the risk of severe periodic increases in the short rate of interest 
with a consequent pressure on long-term rates. Instead of being able to 
exert subtle and local pressure, the battle-axe of credit policy will strike at 
the roots of British prosperity, the maintenance and acceleration of technical 
progress and with it the regaining of those immense advantages that rest with 
industrial leaders. In the twentieth century the yearning after the mer- 
cantile successes of the eighteenth century might be aesthetically pleasing. 
It certainly yields considerable profit for a very limited section. But it is 
indubitably contrary to the interest of the majority of our population and 
menaces its future. 


a 





* As against the view that the present level of investment is not needed because its produc- 
tivity has increased; no such increase seems to have occurred. 
+ Cf. the symposium on Investment and Britain’s International Position. Bulletin of the 


Institute of Statistics, January, 1955. 
t E.g. Sir D. MacDougall in the Financial Times, August, 1954. 
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America’s “Billionaire” Banks 


HE most striking aspects of American banking to the European observer 

have long been its great multiformity and its immense vitality. Both 

have been much in evidence in the past year or so. The recession in the 
economy has been of greatly varied intensity in different regions and different 
industries; and it has likewise had no uniform impact on the banking system. 
For in the United States, of course, a national system of branch banking on 
the English pattern is ruled out by statutory regulations—which at their 
most severe limit banks to one office and at their most liberal permit branch 
banking throughout one State.* The upshot is that there are some 14,000 
commercial deposit banks (compared with Britain’s seventeen), each in fierce 
competition with rival banks in its permitted area of operation. 

This intensity of competition was perhaps heightened in the past eighteen 
months as the stimulus of an expanding economy disappeared. The wooing 
of the customer has been carried still further; existing facilities have been 
made more attractive; additional facilities have been revised, and new 
specialist services offered; new, and to European eyes still revolutionary, 
banking premises have taken shape—to serve not only the customer but the 
customer-in-his-car. It is hoped thereby not merely to tempt custom away 
from rival institutions, but, further, to create a genuine new demand for 
banking services. In conjunction with the favourable effects on the banks 
of the policy of “‘ active ease ’’’ pursued by the Federal Reserve System until 
December, 1954, this dynamic effort enabled most banks to add markedly 
both to their volume of business and to their net earnings—despite some 
important restrictive influences emanating from the lower level of business 
activity and despite a continuing rise in expenses. This, as a contributor 
pointed out in THE BANKER last month, was a recession with an expanding 
money supply.t 

Partly as a result of the intense competition for business, the American 
banking scene has been enlivened recently by a number of mergers; in the past 
six months four of particular importance stand out. All have involved banks 
in New York City, thus continuing the trend towards a smaller number of 
units that has proceeded in the past fifty years as the dominance of New 
York has gradually given way before the constantly accelerating growth of 
banking activity in the rest of the country, and particularly in the west and 
south-west. The largest merger is that about to take place between the Chase 
National Bank and the Bank of Manhattan. At December 31, 1954, the 
combined deposits of these two banks totalled over $63 billions, so that the 
Chase Manhattan Bank will become the largest bank in New York and second 
only to San Francisco’s Bank of America, whose deposits last year topped 





* The effects of these regulations and of other influences on the structure of American banking 
were fully discussed in an article entitled ‘‘ Changing Trends in American Banking ’’, published 
in THE BaNnKER for April, 1954. See also ‘‘ New York Banking in Action’”’, by Hubert B. 
Chappell, in the August, 1954, issue. 

t See ' The ‘ Fed’ Shows the Way ”’, by Edwin L. Dale. 
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$81 billions.* The National City Bank, previous holder of second place in the 
country, is in turn to buy up another New York bank, the First National: 
with aggregate deposits of around $6} billions, the new First National City 
Bank will be third in the national banking hierarchy. This merger is 
prompted mainly by the desire of the National City to acquire the lucrative 
accounts maintained with the First National by large corporations and 
correspondent banks outside New York. The other New York amalgamations 
—that of the Chemical Bank with the Corn Exchange Bank in the autumn 
and of the Bankers’ Trust and Public National banks proposed in February— 


TABLE I 
GROWTH OF THE “ BILLION DOLLAR ” BANKS* 
Gross DEPOSITS ToTAL CAPITAL Funps 

Dec. 31, Change on December 3r, 

1954 Year 1953 1954 

$ mn. % $ mn. $ mn. 

Bank of America, San Francisco - 8,271 + 6.8 441 407 
National Cityf ex - - 5.744 + I.9 425 585 
Chase National .. <a ie oe 5,379 -+- 6.3 382 397 
Manufacturers Trust < a ei 2,801 + 3.8 180 18g 
First National, Chicago .. - ts 2,688 + 2.6 194 207 
Chemical Corn Exchange = - 2,024 -+-- I.3% r88t 19¢ 
Guaranty Trust .. i re 2,600 + 3.1 391 401 
Continental Illinois, C hicago is es 2,477 —- 2.4 226 235 
Bankers Trust i ~ 2,029 +- 6.3 180 188 
Security First National, Los . Ange er 1,947 + 3.9 124 133 
National Bank of Detroit. ¥ m 1,692 — 0.5 03 104 
Mellon National, Pittsburgh ~ on 1,620§ 2.58 2298 236% 
Hanover .. be - 1,591 —- 4.0 140 [51 
First National, Boston| Bed ¥ “— [,571 + 2.3 151 156 
Bank of Manhattan re m Pa 1,480 +14.0 94 97 
Irving Trust ' cy ie 1,407 + 6.2 123 124 
American Trust, San Francisco .. 3 113378 +II.6§ 68§ 778 
Cleveland Trust, Cleveland ame i + r.2 76 80 


* Eighteen banks with deposits of more than $1,000 millions; the next largest U.S. bank is 
the Philadglphia National, with deposits of $875 millions. Italics indicate banks with 
head offices outside New York City. 

t Figures include City Bank Farmers’ Trust Company. 

t Figures for 1953 comprise combined totals of Chemical Bank and Trust Company and 
Corn Exchange Bank Trust Company, and are thus fully comparable. 

§ After amalgamations; Mellon National acquired four banks with total deposits amounting 
to $19.4 millions, and the American Trust Company two banks with deposits totalling 
$68.3 millions. 

| Figures include Old Colony Trust Company. 


were designed primarily to foster smaller business, by increasing the coverage 
of branch offices throughout the city. 

It has in fact been the New York banks that have felt the greatest impact 
of the year’s slackening in the demand for business finance. As Table IJ 
shows, most of them experienced considerable declines in total portfolios of 
loans, mortgages and bills over the year 1954 as a whole; but the decline in 
the year’s average level of portfolios below the average for 1953 was greater 
still, as the end-year totals were swollen by the marked revival in loans as 
business picked up in the last quarter of the year. For the commercial banks 
as a whole loans rose by more than $3 billions, to some $71.2 billions, during 
1954; but average portfolios probably fell slightly. In the first three-quarters 


—— 








* By way of comparison it may be noted that the deposits of the largest non-American bank, 
the Midland, were equivalent to well under $4} billions at the official rate of exchange. 
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of the year new business loans were depressed by the falling level of inven- 
tories, whilst repayments of bank advances as a whole were speeded up by 
profits made on sales of securities. Most banks provided additional finance, 
however, to the two sectors of the economy that did boom in 1954—the con- 
struction industry and the stock markets; and the expansion in loans against 
both mortgages and securities offset in part the fall in loans to industry and 
trade. Loans to consumers to finance instalment buying probably fell on 
balance; but, especially in the large banks, renewed efforts were made to expand 
personal loans as a whole. The Bank of America marked its fiftieth anni- 
versary year by making over two million individual loans; while the Manu- 
facturers Trust Company assigned full-time specialists to foster personal loans 
—and brought still more branches into its welcome service of extended 
business hours on certain afternoons and evenings. 

Deposits of all commercial banks rose in 1954 by $6.2 billions, or 34 per 
cent., to $182.9 billions, compared with an increase of only 2} per cent. in 
1953. The primary source of this increase was the growth in investment 
portfolios. These expanded by more than $7} billions, or nearly 10 per cent. ; 
but, as is apparent from the last column of Table II, the expansion was much 
larger than that in many of the “ billion dollar ’’ banks—and especially in the 
large New York banks. Investment portfolios of the New York banks as a 
whole rose by well over one-quarter during the year. This large expansion 
partly represented the re-employment of resources released by the fall in the 
New York banks’ loan portfolios; but it resulted also from the basic influence 
that underlay the expansion 1n investments as a whole—the official money 
policy of active ease. The Federal Reserve System strengthened the banks’ 
resources available for disposition in “ risk "’ assets by using its full trilogy of 
monetary weapons. In February, 1954, and again in April, it reduced its 
re-discount rate; it repeatedly made substantial purchases of securities on the 
open market; and in the high summer it reduced the minimum reserves 
member banks were required to deposit with it. 


INCREASE IN “ Risk’ ASSETS—WITHOUT LIQUIDITY STRAIN 

This latter move gave a particularly large expansionary stimulus to the 
New York banks. As on the occasion of the reduction of reserve requirements 
made twelve months before, the authorities took the opportunity to reduce 
the differential that penalized banks in central reserve cities (New York and 
Chicago). The minimum requirement for these banks was reduced by two 
points, from 22 to 20 per cent. of demand deposits; for reserve city banks and 
country banks the reduction was by one point only, to 18 and 12 per cent. 
respectively. The reductions together released around $1,500 millions of 
bank cash reserves. The ‘“‘ Fed’’ mopped up part of this by open market 
sales, but its open market policy in the year as a whole was designed to keep 
the banks well provided with liquid funds. The fall in reserve requirements, 
which permitted a fivefold expansion in balance-sheet totals, increased the 
banks’ liquidity very considerably—despite a general fall in holdings of cash 
assets and an increase in the proportion of advances and investments, the 
“Tisk”’ assets, to deposits. ‘‘ Free excess reserves ’’—reserves held in excess 
of the legal minimum requirements minus discounts and borrowings from the 
Federal Reserve—averaged $630 millions throughout the year, whereas in 
1953 borrowings from the “‘ Fed’”’ had exceeded average excess reserves, 
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The abundance of credit supplies during 1954 clearly played an important 
part in the net rise in security prices. Bond prices, of course, rose less 
sharply than equities, but still substantially—thanks partly to the fact that 
the Treasury carefully refrained from exploiting the favourable market con- 
ditions by launching any large cash issue. Yet in most banks only a small 
decline was experienced in the average rate earned on security portfolios; 
general experience amongst the “ billion dollar ’’ banks was a fall of something 
under } per cent. to an average of 1#-2 per cent. on all securities. A few 
banks, such as the Manufacturers Trust Company, actually succeeded in 
achieving an increase in average yields. The general decline was, moreover, 
more than outweighed by the larger size of portfolios. To some extent the 





TABLE II 
MOVEMENTS IN “ RISK” ASSETS 
LoANs, DISCOUNTS 


AND MORTGAGES TOTAL SECURITIES 
Dec. 31, Change on Dec. 31, Change on 
1954 Year 1954 Year 
$ mn. % § mn. » 
Bank of America, San Fvancisco .. 4,943 —- 2.5 3,271 --29.2 
National City* - - it 2,347 — I.2 2,656 +-20.2 
Chase National al ite as 2,331 —- 4.4 2,009 +29.7 
Manufacturers Trust - - 931 —- 8.1 1,201 -+-I9.9 
First National, Chicago i - 1,284 + 7.6 1,009 - 4.2 
Chemical Corn Exchange .. ‘% 976 —- I.4f 1,193 -+24.4t 
Guaranty Trust - ba < 1,370 —- 2.9 I,110 +-3I.5 
Continental Illinois, Chicago es 688 13.2 1,401 +I0.4 
Bankers Trust = ss ~ 1,030 + 4.3 606 +- 6.9 
Security First National, Los Angeles 508 - 5.9 1,186 -+-IT.3 
National Bank of Detroit .. - 475 - 8.2 Q22 -+- 0.9 
Mellon National, Pittsburgh ed 5711 —I2.4} 905i +20.71 
Hanover se - _ - 646 —- 9.3 662 + 8.3 
First National, Boston§ ou - 741 + 7.0 558 + 2.8 
Bank of Manhattan .. - ss 655 - 488 + 44.1 
Irving Trust .. ‘a a ‘a 644 — 509 +25.6 
American Trust, San Francisco .. 636i 13.6% 5431 +19.5% 
Cleveland Trust, Cleveland .. a 523 4.4 613 +- I.9 


* Figures include City Bank Farmers’ Trust Company. 

+ Calculated on combined totals at end-1953 of Chemical Bank and Trust Company and 
Corn Exchange Bank Trust Company. 

+t After amalgamations referred to in footnote to Table I. 

§ Figures include Old Colony Trust Company. 


maintenance of yields was due to the downturn in security prices in the 
second half of the year; but it was to a large degree the result of switches 
in the banks’ portfolios—for the most part into longer, but higher yielding, 
securities, both Government and municipal and corporate. 

In its conversion operation of February last the Treasury ventured into 
its longest-dated issue since 1912; it offered bonds of forty years’ maturity. 
There were no such experiments last year; but in the refunding operations of 
July and November it did offer medium-term bonds (in the five- to ten-year 
range) in exchange for short-term certificates. Lest even this modest 
lengthening of the average life of the Federal debt should disturb the markets 
the offer was in each case made only in conjunction with an alternative new 
short-dated security. But, in view of the indications of the authorities 
determination to maintain an expansionist policy, the banks were well content 
to lengthen the lives of their portfolios from the short levels to which they had 
been reduced during the phase of pressure in the first two years of flexible 
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money, a phase that ended in the spring of 1953. Most American banks 
provide full documentation of the length and yield of their portfolios—as on 
the disposition and profitability of deposits and the breakdown of earnings 
and expenses. The average life, to latest dates, of Government security 
portfolios in the larger banks rose from about 2} years in 1953 to around 
4} years In 1954. 

The upshot has been that the slight losses in bank earnings suffered as a 
by-product of the recession were easily outweighed by the gains made possible 
by the monetary policy adopted to correct it. Total earnings on securities 
probably rose by something under 10 per cent.—though for many banks the 
increase ranged up to 20 and 25 per cent.—whilst interest on loans appears 
to have fallen on balance only fractionally. This may seem surprising in the 
light of the fall in both the average volume of loans outstanding and in 
interest rates during the year; the clue is to be found, as in the case of the 
banks’ investments, in the changing structure of the portfolio. The growing 
emphasis on personal loans and mortgage loans is the banks’ natural response 
to the decline in demand from the industrial sector; but it is also a shift in 
emphasis towards business carrying higher, and more stable, rates. Thus, 
despite the fact that the banks’ prime loan rate was reduced in March, 1954, 
from 3} to 3 per cent.—the first reduction for nearly twenty years—the 
average earned during the year on all loans fell only from 3.7 to 3.6 per cent. 

The banks’ total earnings during 1954 were reinforced by the extension of 
their miscellaneous services. Examples of these are the facilities offered by 
a number of large banks for the administration of pension and profit-sharing 
schemes, and the Chase Bank’s offer of consultant services of an atomic 
physicist. In some banks the net rise in earnings was, however, more than 
offset by the increase in expenses. A number of banks report that this was 
caused primarily by a sharp increase in the number of items handled, described 
by the Chase Bank as “ not directly related to the lending function’. The 
higher yields on the expanding volume of small business are plainly not as 
attractive as appears at first sight; and the banks may well pause to ponder 
how far their drive to expand the range of banking through the community 
is in fact an economic proposition. All banks, however, benefited from the 
suspension of excess profits tax at the end of 1953, and few of them in con- 
sequence failed to show an increase in their net operating profits. The 
average increase appears to have been around 5 per cent. 

Two further favourable influences enabled the American banks to streng- 
then also their capital accounts. The buoyancy of markets raised the 
market value of portfolios (though a number of banks still report these values 
as falling short of book values). Secondly, the Treasury favourably revised 
the formula for tax relief on provisions against bad debts; it allows three 
times the average ratio of actual losses over 20 years, and this period may 
now be any consecutive 20 years since 1927, instead of merely the most recent 
20 years. As bad debt losses have been shrinking in post-war years, this is 
a perceptible concession. It is interesting to note that in one sector of the 
loan portfolio—consumer credit loans—losses appear to have risen slightly 
recently, though they still remain remarkably low. The American Trust 
Company reports that losses rose to 0.42 per cent., from a level of 0.14 per 
cent. in 1953 and an average of only 0.16 per cent. in the past twenty years. 
The increase in profitability of the American banks during 1954 also 
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improved the lot of the stockholder; most banks made appreciable increases 
in their dividend payments. The bank shareholder in the United States 
never suffered any prolonged dividend freeze such as that imposed by the 
English banks; but in the early post-war years only modest dividend increases 
were conceded despite rising profits. Recently there has been a more sub- 
stantial improvement. Dividend payments by the banks as a whole appear 
to have approximately doubled since 1946, and to have risen from around 
one-third to nearly half of total net profits. 

The sums ploughed back into reserves have therefore still been very large: 
and, in addition, the banks’ capital resources have been augmented by new 
issues of stock. The issues in 1954 were highlighted by the largest single 
offering of bank shares ever made. In October the National City Bank raised 
$131} millions, through the sale to shareholders of 25 million shares—raising 
its capital funds to $553 millions (excluding those of its affiliate trust com- 
pany), the largest of any bank in the world. 

For the outside world, a particularly important aspect of American banking 
in 1954 was its further participation in the provision of long- and short-term 
finance for overseas borrowers. A number of leading banks purchased bonds 
from the International Bank for Reconstruction and Development; whilst the 
Chase Bank made plans to set up a new body, the American Overseas Finance 
Corporation, to provide overseas buyers with medium-term credit—sharing 
the credit risk with the Export-Import Bank and the American exporter. 



























‘What is a good, secure investment 

for this money?” 

‘| would suggest shares in the 
Westbourne Park, which has been 
established now for 68 years.” 

“Is their rate of interest worth while?” 
“Yes, very-24%, income tax paid by the 
Society — and, what is more, there are 
no investment expenses and withdrawals 
are easy; in fact....... 
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Welsh Industry in the Boom 
By E. Victor Morgan 


had its first taste of trade recession. There was redundancy and a good 

deal of short time in some of the new textile, clothing, furniture and 
electrical firms. In the spring of 1953 a number of the old pack mills in the 
tinplate industry were closed and 5,000 men were thrown out of work. On 
the whole, however, the economy stood up very well to these shocks; most 
of those thrown out of work found new jobs fairly quickly, and unemployment 
rose only from 20,655 in June, 1951, to 24,405 in June, 1952, and 25,682 in 
June, 1953. 

By the middle of 1953 signs of revival were already apparent, and by 
June, 1954, unemployment was below 20,000 for the first time since the war. 
The seasonal rise during the winter has been rather less than usual, and in 
January 15,000 men and 9,000 women were out of work. Much of this 
unemployment is purely frictional; in June, 1954, the date of the last detailed 
analysis, 37 per cent. of the men and 45 per cent. of the women unemployed 
had been out of work for less than eight weeks. Of those who had been 
unemployed for a longer time, a high proportion were elderly or partially 
disabled, or both. Others were in “ pockets’ of localized unemployment. 
Anglesey, Caernarvonshire and the Ammanford area are “ black spots ’’, the 
last because of its high proportion of miners disabled by dust diseases. These 
factors explain why Wales still has a rather higher unemployment rate than 
England, though the gap has narrowed perceptibly in recent months. Were 
it not for these special factors unemployment would be very low, and in many 
industries there is in fact an acute shortage of labour. 

The reduction in unemployment has not been accompanied by any great 
expansion in the labour force. There is a long time-lag in the publication of 
employment figures and the latest available are for mid-1953; these show that 
total employment was only 926,000, compared with 919,500 in 1948. Some 
light is thrown on this minor mystery by the population figures given in the 
new “ Welsh Digest of Statistics’. The total population of Wales was 3,000 
less in June, 1953, than at the 1951 census. The natural increase during 
these two years was nearly 22,000, so it would appear that there must have 
been a net emigration of about 25,000. This may have been partly due to 
the return home of people from outside Wales who had come to work on the 
large construction projects, but the main reason was probably the attraction 
of high wages in the Midlands. 

The coal industry is one of those that has suffered from the labour 
shortage, and it lost 2,000 workers in 1953-54. In spite of this there has 
been a slight rise in output, owing partly to a modest increase in productivity, 
but chiefly to the working of more Saturday shifts. Good progress has been 
made with most of the modernization schemes and with the big new anthracite 
pits at Cynheidre and Abernant, which will revolutionize this section of the 
industry. They are designed for an output of more than a million tons a 
year each, and have reserves enough to sustain this rate for a century. When 

EI 


[iad its 1952 and the first half of 1953 the new-style Welsh economy 
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they come into full production they will produce well over half the present 
total anthracite output from 35 pits. The sinking of the shafts should be 
completed this year, but there will then be a great deal of underground 
development to do, and full production will not be reached before r1q60. 
Meanwhile a number of old pits continue to operate at a heavy loss and the 
inadequacy of coal supplies is felt as acutely in Wales as anywhere else. 

The tinplate industry of West Wales has staged a dramatic recovery from 
the depression of 1953. Demand began to pick up in the autumn of that 
year, and in 1954 output reached the record figure of 868,000 tons, largely 
due to the increased production of the Trostre plant. The revival of the pack 
mill was limited by the labour shortage. Most of the men thrown out of 
work earlier in 1953 had found other jobs and were unwilling to return to the 
rigours and uncertainties of their old occupation. Some of the old mills 
have reopened, but the labour shortage is so acute that a recruiting mission 
has recently visited Italy, while the demand for tinplate has risen to such an 
extent that it is being imported from America. 

This experience only emphasizes the difficulty of forecasting in the tinplate 
industry, yet it is essential to look forward in order to assess the impact of 
technological change. When the new Velindre plant comes into full pro- 
duction, the cold reduction plants will be able to turn out considerably more 
than the present total output of the industry. Until recently it had been 
expected that the opening of Velindre would bring about the final closure of 
the old pack mills apart from a very few working on odd sizes. The latest 
report of the Iron and Steel Board suggests, however, that some of them may 
get yet another reprieve. The report forecasts a massive expansion of demand 
to no less than 1,450,000 tons in 1958. If demand does, in fact, expand at this 
rate the new plants will still be unable to cope with it all, and some of the 
old mills will remain in production. An increase of 65 per cent. in four years 
would be unparalleled in the history of the industry, and there are those who 
think that it is altogether too much to expect. Nevertheless, the Board’s 
optimism has a good deal of solid foundation; both domestic and foreign con- 
sumption is showing a very strong upward trend and, at present exchange 
rates, the British industry has a price advantage over all its main competitors. 

The fear of unemployment due to the closure of the old mills has cast a 
shadow over West Wales ever since the war. At one time it was estimated 
that at least 10,000 men, almost all within about fifteen miles of Swansea, 
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would have been thrown out of work within a comparatively short time. In 
the spring of 1953, when this contingency appeared imminent, the Lloyd 
Committee was appointed. The committee has presented three reports, 
dealing with road and rail communications and with the attraction of new 
industries to the area. The reports have not been published, on the ground 
that they contain information supplied in confidence by industrialists, but 
they apparently influenced the Government in its decision to authorize road 
improvements in the area. Workers in the mills themselves will not be the 
only people affected. The smaller steel works, as well as foundries and 
engineering shops, are geared to the old-style industry, and they, too, are 
likely to suffer. However, it now seems certain that the process will be more 
eradual, and the numbers affected smaller than was originally supposed. 
This prospect, together with the ease with which men thrown out of work in 
1953 found other jobs, encourages the hope that the eventual adjustment may 
be less painful than has been expected. 


EXPANSION AND PRODUCTIVITY IN STEEL 

Other sections of the steel industry are very prosperous. The expansion 
of the motor industry has created a very strong demand for sheet and, though 
Margam and Ebbw Vale are both yielding record outputs, delivery dates have 
lengthened. There have been a number of extensions and improvements to 
plant, including a new cold rolling mill at the Whitehead works at Newport, 
a new sintering plant at Margam and the reconstruction of coke ovens at 
Ebbw Vale. Even more ambitious projects are being planned, especially at 
the plants of the Steel Company of Wales and of John Summers at Shotton 
in Flintshire. The output of the Steel Company of Wales is expected to rise 
from 1,600,000 tons in 1954 to 2,400,000 tons in 1958, and that of John 
Summers from 720,000 tons to 1,250,000 tons. 

Looking at the industry as a whole, it would appear that productivity has 
risen substantially. The total labour force rose by only 5 per cent. between 
1948 and 1953, whereas the output of pig iron rose by 59 per cent. and that of 
finished steel by 29 per cent. Closer examination of the figures shows, 
however, that the increase was due almost entirely to the technological 
revolution in the sheet and tinplate sections. The output of sheets rose by 
53 per cent. with a 4 per cent. smaller labour force, and that of tinplates 
increased by 6 per cent. with a g per cent. smaller labour force. On the other 
hand, the 59 per cent. rise in pig-iron output required a 53 per cent. increase 
in the labour force. 

The lighter industries have, in the main, more than made up the ground 
lost during 1952-53. Aluminium underwent a bad time at the end of 1953 
and early in 1954, but there has been a good recovery since. The radio and 
electrical appliance factories have shared in the general prosperity of those 
industries, and the textile and clothing firms have had a good year. One of 
the new ventures that has met with conspicuous success is the clock and 
watch factory at Ystradgynlais. There was no tradition of precision work in 
the area, and all the local labour had to be trained. At first the factory made 
nothing smaller than a man’s pocket watch, but it now produces a complete 
range down to small wrist watches with a movement that would barely cover 
a sixpence. Employment and output have steadily expanded, and the firm is 
how making a major contribution to the economy of the upper Swansea valley. 
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Employment on the trading estates is still rising, and new factory building, 
though proceeding at a slower pace than in the immediate post-war years, is 
continuing satisfactorily. In the year to June 30, 1954, 61 new factories or 
extensions to existing ones were completed, and at the end of that period a 
further 59 were under construction and 61 had been approved but not yet 
started. 

The least bright aspect of the picture is that of the ports and their asso- 
ciated industries. Swansea and Port Talbot are kept busy with cargoes of 
oil and iron-ore, but the eastern ports of Cardiff, Barry and Newport have 
found little to replace their lost trade in coal. The attempt to build up a 
general cargo traffic is still hampered both by the poverty of communications 
with the industrial Midlands and by the thorny question of port charges. 
This has been the subject of a recent report by the Council for Wales and it 
seems that some of the anomalies may at last be rectified. Slack trade at the 
docks naturally means slack trade for the dry-docks and for the ship repairing 
and marine engineering industries, and unemployment in these industries has 
increased slightly during the year. 

The annual blue book on “‘ Government Action in Wales and Monmouth- 
shire ’’ was accompanied last October, as already noted, by the first issue of 
a “‘ Welsh Digest of Statistics ’’. In some ways this is a curious document. 
Crime figures are analysed by police district, but those for employment and 
unemployment are given only for the whole of Wales, and the employment 
figures do not go beyond June, 1953. Landings of shrimps, cockles, mussels 
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WELSH INDUSTRY IN THE BOOM 





and periwinkles are given year by year, but the only detailed information on 
industrial production relates to the census of 1950. There is, of course, no 
index of industrial production and no estimate of regional income and expendi- 
ture. Nevertheless, the digest contains a lot of useful information, and the 
employment figures, particularly, enable us to form a clearer picture than 
before of the new structure of the Welsh economy. 

Before the Second World War, more than a third of the employed male 
population were miners, and there were thousands more among the unem- 
ployed. A further 12 per cent. were in the metal manufacturing industries 
and about 25 per cent. in ancillary industries closely linked to these two 
‘basic’ ones. The accompanying table gives a summary of the changes 
that had come about by 1948, and of those that took place during the next 
five years. 

By 1948, mining accounted for only 17 per cent. of total employment 
(21 per cent. of male employment) and metal manufacturing for only 8.8 per 
cent. There was a new range of light industries producing parts for cars and 


EMPLOYMENT IN WALES 


1948 1953 
‘000 % "000 % 
t. Agriculture, forestry and fishing i 38.3 4.1 31.3 3-4 
2. Mining and quarrying .. st - 145.7 17.1 139.6 15.1 
3. Bricks, cement, etc. a a aa II.2 I.2 11.8 2.3 
4. Chemicals and allied trades a es 19.7 2.1 24.0 2.6 
5. Metal manufacture , ; 80.7 8.8 81.2 &.8 
©. Engineering, shipbuilding and electrical 
goods... ; pea 7 30.1 3-9 40.9 4.4 
7. Vehicles... “3 “a a 28.1 3.1 31.0 3-4 
s. Other metal goods - ica rv 17.6 I.9 21.0 2.3 
9. Precision instruments, etc. - a 3.2 0.3 4.4 0.4 
10. Textiles, leather and clothing .. oi 25-3 $9 33.2 3.6 
ir. Food, drink and tobacco - 4 20.7 2.2 24.7 2.9 
12. Other manufacturing industry .. “4 18.3 2.0 24.5 2.6 
13. Building and contracting - + 66.0 7.8 62.9 6.8 
14. Utilities .. ‘ ‘4 13.7 2.4 19.0 2.1 
15. [ransport and communications: - 91.4 9.9 86.2 9.3 
16. Distribution , ca 82.7 9.0 83.7 9.r 
17. Public administration and defence - 70.1 7.6 63.0 6.8 
[8. Professional services - 54 és 58.4 6.4 67.9 7.3 
Other services... ee +“ — 92.3 10.0 85.7 9.3 


aircraft, hght metal goods, textiles, clothing, furniture, etc., and a fair pro- 
portion of the chemical and electrical industries were also of the light kind. 
[f we consider “ light industry ”’ to be represented by groups 7 to 12 in the 
table, plus a portion of the chemical and electrical groups, we can estimate 
that these industries provided about 15 per cent. of total employment in 1948. 
Altogether, more than 100,000 new jobs had been created in them. By 
comparison, the changes from 1948 to 1953 were less spectacular, though in 
the same direction. There has been a disturbing drop in the labour forces 
in mining and agriculture, a decline in building and contracting due to the 
completion of some of the biggest construction projects and a decline in 
miscellaneous services largely due to a sharp fall in the number of domestic 
servants. The light industries all increased their employment slightly and 
their combined figure rose to about 18 per cent., while there was a substantial 
rise in employment by public utilities, reflecting the massive increase in the 
consumption of electricity brought about by the new industrial revolution. 
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American Review 





ECOVERY from the recession of 1953-54 1s all but complete—and American 
economists and investors are turning their apprehensions in new directions. 
In February industrial production rose by twice the normal seasonal 
increase, to a level more than 7 per cent. above that of February, 1954. Output 
was, moreover, according to the seasonally adjusted index of the Federal Reserve 
Board, less than 3 per cent. below the all-time peak reached in July, 1953. 
Anxiety has been felt on two fronts. The pace of production reached in 
certain key industries such as steel and automobiles is considered in some circles 
to be well above that sustainable through the year. A renewed downturn might 
thereby conceivably be brought on in the summer or autumn. ‘The second appre- 
hension arises at the pace of recent expansion in the stock markets (which is 
estimated to have increased the market valuation of stocks listed on the New 
York Stock Exchange by $60,000 millions over eighteen months). The Federal 
Reserve System did indeed take steps to check the market boom already in early 
January, but the whole issue has now received dramatic publicity from the Senate 
investigation begun last month under Senator J. William Fulbright, chairman of 
the Banking and Finance Committee. Although the investigation was described 
as a “ friendly ’’ study—in striking contrast with the bitter hostility that charac- 
terized the Congressional inquiry into the crash of 1929—the market was markedly 
sensitive from the start of the hearings; it was argued that the record showed 
that any ensuing legislative action would inevitably be restrictive. 


SENATE INQUIRY—AND MARKET BREAK 


Early witnesses were, in fact, far from hostile; Stock Exchange officials testified 
to the “‘ basic soundness ’’ of stock valuations and bankers took a similar line. 
Equanimity was badly shaken, however, by the submissions of Professor J. K. 
Galbraith of Harvard, who wanted a strictly cash basis for market operations 
(the margin requirement is now a minimum of 60 per cent. in cash). Professor 
Galbraith declared, moreover, that resemblances between 1955 and 1929 were 

‘interesting and possibly disturbing ’’, largely because ‘“‘ the fundamental problem 

of containing a speculative orgy remains unsolved’. It was this evidence— 
regarded as disinterested and responsible, however ‘‘ misguided ’’—that seems to 
have been largely responsible for the market break that began on March 7. 
Within a week the Dow Jones average of industrial stocks was carried down by 
very nearly 25 points. This was the steepest decline recorded on Wall Street for 
some years; but by March 25 the market was again approaching 1955 peaks. 

The markets were cheered primarily by the news of the rising pace of activity 
in industry; and later witnesses in the Senate inquiry were generally reassuring. 
Mr. Marriner Eccles, formerly chairman of the Federal Reserve Board of Governors 
and a notable supporter of selective controls, did indeed favour cash dealings; 
but Mr. Martin, the Board’s present chairman, believed that such restrictions 
would ‘“‘dry up the credit pool’’ and discourage capital investment. The 
Secretary to the Treasury, Mr. George Humphrey, went so far as to assert his 
belief that the investigation might itself ‘‘ undermine confidence ’’. Altogether, 
Wall Street seemed by mid-March to have shed its worst forebodings. 

Earlier weakness in the markets was, however, not merely the result of 
doubts raised by the Senate inquiry; it was also a reflection of the fresh steps 
taken by the Federal Reserve Board to restrain credit expansion by direct open- 
market operations. In the first two months of this year the Reserve System 
reduced its portfolio of Treasury bills by more than $1,300 millions; the “ free” 

































AMERICAN REVIEW — 








reserves of its reporting member banks were accordingly held at something under 
$250 millions in early March—far below the level of $700- $800 millions maintained 
through most of 1954. The strain on liquidity is reflected in the fall, totalling 
well over $2,000 millions, in the banks’ own holdings of Government securities in 
January and February. Commercial loans have also continued to decline, though 
not by more than seasonally. By the middle of March—and in the light of the 
Treasury’s warning that further restrictions might ‘‘ damage the economy ’’—it 
seemed likely that the Reserve Board would decide against further immediate 
pressure on interest rates, although it was showing no disposition to revert to its 
recession policy of “‘ active ease ’ 

The high levels of activity in the steel, automobile and construction industries 
have put an increasing strain on business stocks—which nevertheless still show 
little marked tendency to turn upward. The motor industry forecasts an increase 
in passenger car output in 1955 from 54 millions to 6} millions—though it plans a 
considerable drop in new investment from the high levels of 1954. Industrial 
investment in total is, however, officially expected to rise slightly (by about I per 
cent.) in 1955, to some $27,000 millions. A less encouraging portent for coming 
months is that employment has not kept pace fully with the rise in factory pro- 
duction. Unemployment in February was, at 3,380,000, some 10 per cent. higher 
than a year before, despite the fact that industrial output was down by less than 
3 per cent. 

American Economic Indicators 


1954 1955 
1952 1953 1954 + -—_— 
Nov. Dec. jan. Feb. 
Production and Business: 
Industrial production (1947-49 = 100) [24 134 125 128 130 131 133 
Gross private investment (billion $) .. 50.7 51.4 &46.1 49.5 — ' 
New plant and equipment (billion $).. 20.5 28.4 20.7 26.2 
Construction (million $) - .. 2,751 2,938 3,098 3,192 3,379 3,393 
Business sales (billion $) ba “ 460.0 48.8 47.3 48.0 49.0 49.3 
Business stocks (billion $) - is 99.3 @8.0- 2715 77:8 7753 £4«277:4 
Merchandise exports (million $) .» SS 2,988 - 3,458 ,242 »=1,312 — 
Merchandise imports (million $) - 893 go6 851 839 942 — 
Employment and Wages: 
Non-farm employment (million) es 54-5" 55-60* 54.7 55-0 55-4 54-5 54.5 
Unemployment (’ooos) - 1,073* 1,002* 3,230 2,893 2,838 3,347 3,333 
Unemployment as % labour force... 2.9° 2.9" 5.0 4.5 4.5 5-3 5.3 
Hourly earnings (mfg.) ($).. ea 1.67 97 1.81 1.83 1.83 1.84 1.35 
Weekly earnings (mfg.) ($).. .. 67.97 71.69 71.65 73.57 74.12 73-97 74-93 
Prices: 


Moody commodity (1931 = 100) { — cae = ot) 410 415 410 399 


Farm products (1947-49 = 100) 107.0 97.0 95.6 93.2 89.9 92.5 93.1 
Industrial (1947-49 = 100) o4 -. FI3.2 114.0 114.5 114.8 114.9 115.3 115.0 
Consumers’ index (1947-49100)  .. 113.5 114.4 114.8 114.6 114.3 114.3 
Credit and Finance : 

Bank loans (billion $) .. - na 64.2 607.60 71.2 09.5 71.2 70.7 

Bank investments (billion $) .. =e 77.5 78.1 85.7 86.3 85.7 55.7 : 
Bank loans (weekly) (billion $) 23-4 23-4 22.5 22.1 22.5 22.1 22.2 
Consumer credit (billion) 25-8 29.5 30.1 29.2 30.1 29-7 
Treasury bill rate (%).. 1.77 1.93 9.95 0.95 r.17 1.26 1.19 
U.S. Govt. Bonds rate (%) a 2.608f 3.16 2.70 2.68 2.08 2.70 2.Q¢e 
Money supply (billion $) 7 -. 194.8 200.9 209.4 205.5 209.4 209.4 : 
Federal cash budget (-+ or -) (mill. $) —1,641 -6,153 ~1,060 - 3,897 =~ ; 


_ Notes.—Latest figures are preliminary or estimated. Yearly figures are given for private 
investment and equipment from 1952-54 and then quarterly figures at annual rates. Construc- 
tion figures show monthly averages 1952-54. Business sales and stocks, money supply, bank 
loans and consumer credit show amounts outstanding at the end of the period. Moody’s com- 
modity index shows high and low 1952-54, and end-month levels. Weekly bank loans are 
derived from partial returns only. Budget figures are cash totals 1952-54 and then quarterly. 

* Old basis. + Old series. 
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Argentina 


HE United States Export-Import Bank has granted Argentina a credit of 
$60 millions to purchase equipment for a new steel mill. The credit bears 
interest at 5 per cent. and is repayable over eighteen years, commencing 


in 19590. 
Australia 


Import restrictions are to be tightened appreciably from the beginning of this 
month. The details of the new quotas and the measure of the balance of pay- 
ments problem facing the Government are discussed in detail in an article on 
page 2006. 

The Federal Government has announced that it is seeking permission to appeal 
against implementation of wage increases granted to Federal public servants by 
the Public Service Arbitrator. It also plans to ask the full Arbitration Court to 
clarify principles of marginal adjustments above the basic wage for various types 
of employment. The Federal authorities have been concerned lest the increases 
in wages recently approved by the Arbitration Courts lead to a new wages-prices 
spiral. 

The Treasury has launched a new internal loan of £A4o millions to finance 
loan programmes of the Commonwealth and State Governments. Two new 
issues have been offered to investors: a 44 per cent. loan maturing in 1968, and 
a 3 per cent. issue maturing in 1957. 


Belgium 
The first of a series of half-yearly censuses on hire purchases shows that the 
total value of hire-purchase contracts outstanding in mid-1954 amounted to 
Frs. 5,472 millions. This is equivalent to about {£5 Ios. sterling per head of 
population. 


Burma 

The gap in Burma’s balance of external payments has necessitated heavy 
drawings on reserves. Gold and foreign exchange stocks have recently fallen to 
a level of about £45 millions sterling, compared with {90 millions in mid-1953. 
The Government has announced the suspension of some open general import licences 
and has also declared that all purchases from abroad, except those for certain 
industrial uses, must be cut by 50 per cent. Special arrangements have been 
made to deal with import orders placed under irrevocable letters of credit. 
A Government statement has attributed the crisis to speculative activity by 
importers. In fact, however, Burma’s payments troubles appear to stem largely 
from the decline in export income caused by the fall in world rice prices. 





Canada 


The premium on the Canadian dollar in terms of the U.S. dollar has fallen 
during the past two months from 3} to just over 1} cents. Rumours that this Is 








* News of United States banking appears in ‘‘ American Review ”’ (page 234). Brief editorial 
discussion of particular items of international banking news appears in ‘‘ A Banker’s Diary” 
(pages 189-194 in this issue). 
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the result of policy changes by the Dominion Government aimed to restore the 
Canadian exchange to fixed parity with the U.S. dollar (the rate is now fully free) 
have persisted in face of official assertions that the Government’s intervention in 
the exchange market is still being aimed solely at preventing unnecessary short- 
term fluctuations. It is, however, possible that a certain drive to lower the value 
of the Canadian dollar is taking place—through the lowering of interest rates, 
which is already tending to weaken the exchange by discouraging the inflow of 
capital from abroad. Following the reduction of the Bank of Canada’s discount 
rate from 2 to 1} per cent. in mid-February, the Government has lowered the 
maximum rate of interest for loans insured under the National Housing Act from 
54 per cent. to 54 per cent. 

The Trade Department has announced that capital investment by the Govern- 
ment, private industries and individuals is expected to reach a total of Can. $5,808 
millions in 1955, a rise of 6 per cent. on the amount actually spent in 1954, but 
slightly below the all-time record reached in 1951. 


Central African Federation 


The Minister of Finance, Mr. Macintyre, has stressed the Federation’s need to 
attract external capital by the offer of low taxation. He has stated that taxes 
on individuals were lower than in most parts of the world, but that company 
taxation was not. 


Ceylon 

The Department of Co-operative Development in Ceylon has decided to raise 
the number of co-operative credit societies from 2,600 to 6,000. This would 
provide one society to every four villages, compared with a ratio of about one 
to twelve at present. The Co-operative Provincial Banks will provide initial 
capital totalling nearly Ks. 5 millions for the new credit societies. The emphasis 
in loan policy will be on credits to cottage industries and agriculture. 

Outward movements of capital from Ceylon in the six-year period to mid-1954 
exceeded new foreign investment by Rs. 150 millions, according to the Finance 
Minister. The capital outflow to the United Kingdom amounted to Rs. 232 millions 
against an inflow of Rs. 105 millions. 

A sample survey of Ceylon’s consumer finances undertaken by the Central 
Bank of Ceylon in 1953 reveals that I per cent. of the working population receives 
18.2 per cent. of the national income; whilst at the other end of the scale 10 per 
cent. make do with only 1.4 per cent. of the national income. 


Chile 


The Ministry for Economic Affairs has announced that transactions arising 
from both imports and exports will in future be arranged at the free exchange 
rate of approximately 560 pesos to the pound, but that the special rate of {r= 
308 pesos will apply for imports of sugar, tea, and certain chemical and oil products. 


China 


The Communist People’s Government has revalued the currency to create a 
basic currency unit of a more reasonable size. All existing yuan currency has 
been converted into a new yuan at a rate of one new unit for 10,000 old. All 
cash payments, contracts, book-keeping and international operations have been 
calculated in the new currency with effect from March 1, 1955. All existing 
accounts are to be re-calculated in the new currency at the one-to-10,000 rate. 
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The revaluation has had no important effects on external trade with the West, 
since this is for the most part conducted in sterling or dollars. 


Colombia 


New exchange control restrictions have been imposed on account of the 
possibility that the continued weakness of world coffee prices may cause a new 
deterioration in the country’s external payments. 


Denmark 


Although the drain on external reserves has recently slowed down, the 
authorities believe that the country’s external balance on current account Is still 
in deficit to the extent of about Kr. 450 millions per annum. - The Government 
has, therefore, introduced a series of bills that have as their objective a con- 
traction of Kr. 500 millions in consumer spending over the next two years. The 
new measures include a purchase tax of 15 per cent. on a wide range of manu- 
factured goods and increased excise duties on coffee, tea, and petrol. The 
proceeds of the new taxes are to be paid into a special account and converted 
into State bonds maturing between 1962 and 1971. Taxpayers will receive 
allocations of these bonds in rough proportion to their incomes. 


Ecuador 


The Government has made an offer to holders of the outstanding external 
debt to end the default that began in 1929. The United Kingdom Council of 
Foreign Bondholders has recommended the acceptance of the offer by sterling 
bondholders. 


France 


The new Government headed by M. Faure submitted as the main feature of 
its programme outlined before the National Assembly a 16-month plan for 
economic expansion and improvement in living standards. The plan aims in 
that time to raise industrial production by 18 per cent. above the 1954 level, to 
raise income from agriculture by 7 per cent., and also to increase living standards 
by 7 per cent. In addition, it is designed to achieve equilibrium in the balance 
of payments without external aid of a non-economic character. 
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Germany 


The authorities have ceased to allocate sterling and other E.P.U. currencies 
for the import of certain dollar area commodities such as wheat, coal and cotton. 
This move, which is said to have been made to help the British authorities counter 
the pressure on transferable sterling, has been made possible by the improvement 
in the country’s gold and dollar reserves. These now stand in the region of 
$2,000 millions. Imports of dollar goods such as copper and coffee that the 
London authorities permit to be re-exported without restriction will not be 
affected. 

The Finance Minister has declared that Western Germany's direct and indirect 
defence expenditures would total DM. 13,100 millions per annum when the Paris 
treaties became effective. Budgetary expenditure earmarked specifically as 
defence costs would total DM. 9,000 millions, only DM.1,800 millions more than 
the Government had been paying out in occupation costs (which would cease 
automatically once Germany regained its sovereignty). The additional money 
needed would be drawn from the special budget used for long-term financing of 
housing, road and railway improvement, and the gap thereby created in that 
budget would be filled by borrowing from the capital market. 

Agreement has been reached with the American authorities for the release up 
to a limit of $10,000 of blocked German assets in the United States held by 
private persons. The agreement affects about go per cent. of the Germans who 
were holding property in America on the outbreak of war. But, as it excludes 
assets of companies, it affects only about 15 per cent. of the total of German 
assets frozen in the United States—estimated at $450 millions. 

It has been reported that the Government is to make available up to DM. 2,000 
millions to the Bank deutscher Laender for open market operations to permit it 
to mop up surplus credit. It is believed that this is considered a better method 
of restricting credit than raising the official discount rate. 





Greece 


The Minister for Economic Co-ordination has announced that certain imports 
will in future have to be paid for in part prior to their arrival in the country. 
Importers purchasing luxury goods such as radio sets, cars, textiles and jewellery 
will thus have to make a deposit in drachma equal to 50 per cent. of the value 
of their transactions. For a wide range of other goods, the deposit will be between 
3 and 15 per cent. The Minister stressed that the measure was designed to dis- 
courage over-importing and did not entail any reversal of the Government’s 
general policy of granting maximum freedom for trade. 


India 


The Indian Budget for the year to March 31, 1956, provides for increases in 
taxation to bring in an additional Rs. 217 millions, and for a reduction in the 
export duty on cotton cloth. The main tax increases are to be in income tax 
and excise duty. Presenting the Budget statement to Parliament, the Finance 
Minister, Mr. Deshmukh, revealed that to cover the ordinary revenue-expenditure 
deficit in 1955-56 the Government needed, on the basis of existing tax rates, 
Rs. 302 millions; a further Rs. 5,780 millions would be required to finance capital 
outlays and the loan requirements of the State Governments, and Rs. 690 millions 
for the repayment of maturing debt. Of the total requirement of Rs. 6,772 
millions, it hoped to raise Rs. 1,250 millions by borrowing on the capital market, 
Ks. 520 millions from small savings, and Rs. 860 millions from miscellaneous debt 
and remittance transactions. After allowing for the additional revenue from the 
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higher tax rates, this would leave an estimated total deficit for 1955-56 of 
Rs. 3,185 millions (equivalent to some {240 millions). 

The Minister also announced the introduction of a new sliding scale export 
duty for tea in place of the present flat rates. This would permit the levy to be 
adjusted to take account of fluctuations in market prices. He also announced a 
tax rebate of 25 per cent. of the cost of new plant and machinery in place of the 


initial allowance. 
Iraq 

The Iraq Government Development Board has announced that its second 
five-year programme of economic development will be launched at the beginning 
of this month. The total sum involved is said to be in the region of £300 millions 
sterling, of which some £130 millions will be to increase agricultural production 
through irrigation projects, drainage and the building of canals. 

The oil royalties received by the Iraq Government in 1954 amounted to the 
equivalent of £57 millions sterling, of which £40 millions was allocated to develop- 
ment projects. In 1953 oil royalties yielded £50 millions, of which the develop- 
ment board took £35 millions. 


Irish Republic 


The Eire Minister of Finance, Mr. Sweetman, told the Dail soon after the 
second increase in the London Bank rate at end-February that he had informed 
banks that the conditions underlying the change in monetary policy in the 
United Kingdom did not exist in Eire at the time. The banks accordingly agreed 
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to make no changes in their rates. Subsequently, however, an increase in deposit 
rates in Ulster (from 1 to 13 per cent. and from 1} to 2} per cent. on larger deposits) 
induced the Eire banks to raise their own rates on deposits exceeding {£25,000 


from 14 to 24 per cent. 


Italy 


A new Government measure to encourage foreign investment in Italy rules 
that all profits derived from foreign investments in new or existing industrial 
enterprises, and also the original capital sums, will be freely repatriable. In the 
case of investments of a non-industrial character, the amount of profit that may 
be transferred abroad is fixed by the new measure at 8 per cent. of the capital 
involved, against 6 per cent. previously. 


Japan 

Arrangements are being made for an extension for a further three months of 
the Anglo-Japanese Payments Agreement. The agreement was originally due to 
expire at the end of 1954. 

A report prepared by the Economic Advisory Board shows that special 
procurement orders placed by the United States in Japan dropped to an average 
of $21 millions per month in 1954; at their peak, when supplies were being sent 
to Korea and Indo-China, these receipts had reached $37 millions a month. 


Kenya 

The British Government has announced that it intends to raise its allocation 
of financial aid to Kenya from {114 millions to £14 millions in the year to 
March 31, 1956. Of this sum, £10 millions will take the form of a grant and the 
remaining {4 millions an interest-free loan. The level of the aid has been deter- 
mined on the basis of an estimated emergency expenditure by Kenya of {£16 
millions in this period, of which the colony would be able to raise only £2 millions 
from its own resources. The Kenya Government is under an obligation to con- 
tinue to take every practical step to increase its own revenues in order to meet 
commitments and to call upon U.K. aid only to the extent that it proves to be 
needed. In the year to March 31, 1955, the sum actually drawn is not expected 
to exceed {11 millions. 


Lebanon 


Experts of the International Bank for Reconstruction and Development have 
examined Lebanese plans for a hydro-electric power and irrigation scheme involving 
a total outlay equivalent to £46 millions sterling. They are reported to have 
informed the Lebanese Government that it would be advisable for the Lebanon 
to obtain a loan from the Bank for $27 millions to finance the initial stages of 
the project. 


Netherlands 


The relaxation of restrictions on dollar imports has been followed by a 
deterioration in the dollar accounts; the surplus with the dollar area of $100 
millions in 1953 was transformed into a deficit of $65 millions in 1954—which 
was, however, more than covered by dollar revenue from Indonesia and the Euro- 
pean Payments Union and by the liquidation of dollar securities. The authorities 
have urged that settlement of E.P.U. balances should comprise a larger proportion 
of dollars than the present ratio of 50 per cent. 

The balance of payments with all countries in 1954 showed a surplus of Fls. 500 
millions, compared with a surplus of Fls. 1,300 millions in 1953. 
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The Government’s plan for cutting taxation by Fls. 500 millions includes the 
raising of the tax-free limit for income tax, reduction of income tax rates for lower 
income groups, and adjustments in property tax, company profits tax, death 
duties and turnover tax. 

The Government has announced the “ freezing ’’ of traders’ profit margins in 
an attempt to prevent undue increases in retail prices. 


Pakistan 


The Government has announced that it does not intend to arrange any more 
barter deals with foreign countries. Controls imposed on transactions in con- 
sumer goods to take account of barter agreements would accordingly be with- 
drawn. Restrictions on cloth prices and on distribution would, however, remain 
in force until normal conditions had been restored. 


South Africa 


The Union’s Finance Minister, Mr. Louw, has announced that notwithstanding 
the rise in the London Bank rate the South African rate would be maintained at 
4 percent. He declared that the country’s external accounts justified a reduction 
in the Bank rate rather than an increase. There appeared, moreover, to be little 
danger of a revival of internal inflation, and a higher Bank rate would merely 
hamper economic development unnecessarily. 

The Minister admitted, however, that the higher rate in the United Kingdom 
might adversely affect South Africa by drawing funds to London. To combat 
this danger the Government has authorized an increase in rates of interest on 
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Treasury bills and in the borrowing rate of the National Finance Corporation. These 
moves have been followed by an increase of $ per cent. in deposit rates paid by 
the main commercial banks, to 2} per cent. for three months’ deposits and to 
23 per cent. for six months’ deposits. 

Import control has been further relaxed to relieve the shortage of motor 
vehicles and consumer goods. It has also been announced that the Government 
intends to allow secondary industry to import all machinery needed for 
modernization and its full requirements of raw materials. 


Switzerland 


Arrangements have been made by a Swiss banking syndicate consisting of the 
Union Bank of Switzerland, the Credit Suisse and the Swiss Bank Corporation 
to make a loan of Sw. Frs. 35 millions to a South African mining group for the 
finance of housing construction in the Union. 


Syria 

A special budget has been introduced by the Government to finance a six-year 
development plan for improving road and rail communications, to increase irriga- 
tion and to construct grain silos and an oil refinery. Of the total sum required, 
equivalent to {42 millions, some {7.5 millions is to be drawn from a loan from 
the International Bank for Reconstruction and Development, the first inter- 
national loan to be accepted by Syria. The rest of the money will be drawn 
from Treasury reserves, internal loans and the budget. 

The Ministry of Agriculture has authorized the formation of an Agricultural 
Credit Corporation to ease the credit stringency that is now hampering agricultural 
producers. The capital for the new organization is being obtained by the sale of 
shares to the public. 


Turkey 


A new commercial and economic agreement concluded with Western Germany 
provides for credits to the Turkish Government to finance imports to a value 
equivalent to {23 millions. In addition there will be credits of £5.8 millions for 
purchases of German goods by private Turkish firms. Private German capital 
investment in Turkey is to be encouraged, especially in the industrial field, and 
also to help to improve Turkish agriculture. 

The Government has sanctioned a change in the oil law to allow foreign com- 
panies participating in the exploitation of the country’s petroleum resources a 
larger share of the profit and more convenient transfer facilities. 


ee 





Appointments and Retirements 





Bank of Scotland—On March 1 the amalgamation of the Union Bank of Scotland with the 
Bank of Scotland took effect. On retirement of Mr. John Wilson, Mr. W. H. Haddow, assistant 
general manager of the Union Bank, became assistant treasurer of the Bank of Scotland at the 
new chief Glasgow office at 110 St. Vincent St.—formerly the head office of the Union Bank. 
Mr. J. Letham, secretary and chief accountant, became assistant treasurer at the head office, 
Edinburgh. Mr. J. B. Rankin, secretary of the Union Bank, and Mr. K. A. Minty, chief 
accountant, were appointed secretary and chief accountant respectively of the Bank of Scotland . 
at the head office in Edinburgh. 

Barclays Bank—Mr. T. P. Cowell, assistant general manager, has retired after 43 years’ service. 
London—Kew Bridge: Mr. W. R. Bell, from Roehampton, to be manager; Roehampton: Mr. F. W. 
Charlesworth, from North Acton, to be manager; Tottenham: Mr. K. A. Ebbs to be manager ; 
Twickenham: Mr. T. Thomas, from Kew Bridge, to be manager; Westminster, 78 Victoria St.: 
Mr. S. M. Ball to be manager; Woodford Green, The Broadway: Mr. M. W. Gardner, from Grays, 
to be manager. Westerham: Mr. H. Veevers, from Rochester, to be manage 
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Clydesdale & North of Scotland Bank——Dollay: Mr. N. Harvie, from Holytown, to be 
manager. Dumbarton: Mr. K. W. S. Williamson, from St. James’s St., London, to be manager 
on retirement of Mr. T. Laird. Glasgow—Cattle Market: Mr. H. R. Claxton, from Tollcross, 
Glasgow, to be manager in succession to Mr. G. P. White; Pollokshaws: Mr. G. P. White, from 
Cattle Market, Glasgow, to be manager on retirement of Mr. J. N. Low; Tollcross: Mr. J. Walker, 
from East Kilbride, to be manager in succession to Mr. H. R. Claxton. 

District Bank—Mossley: Mr. R. Chadwick, from Ashton-under-Lyne, to be manager. 
Northenden: Mr. P. Gandy, from Mossley, to be manager. 

Lloyds Bank—Mr. R. A. Wilson has relinquished office as a vice-chairman of the Bank. He 
retains his seat on the Board. District Office, Birmingham: Mr. R. T. Jones to be district manager 
on retirement of Mr. T. E. Hurst. Executor and Trustee Dept.—39 Threadneedle St.: Mr. H. C. 
Sonnex to be an assistant manager; Bristol: Mr. F. A. Bishop, from Threadneedle St., to be 
manager on retirement of Mr. W. J. Munden. Bodmin: Mr. W. F. Tutthill, from Camborne, 
to be manager. Bradford, Barkerend Rd.: Mr. J. Rogers, from Halifax, to be manager on retire- 
ment of Mr. W. Buckley. Leeds—Avmley: Mr. H. Darwin, from Abbeydale Rd., Sheffield, to be 
manager in succession to the late Mr. A. T. Church; Morley: Mr. W. A. Dykes, from Scarborough, 
to be manager. 

Martins Bank— London, 23 Garrick St., Covent Garden: Mr. C. J. Carpenter, from Tothill, to 
be manager. Guernsey: Mr. FE. H. C. Yates, from St. Helier, to be manager. Atdderminster: 
Mr. H. E. Williams, from Worcester, to be manager. 

Midland Bank—Mr. William Donald has been appointed a deputy-chairman on retirement of 
Sir Harry Cassie Holden. ‘Sir Harry remains a member of the Board. London—Curzon St.: 
Mr. J. T. Lloyd, from Pall Mall, to be manager in succession to Mr. W. F. Wells; Woolwich: 
Mr. W. F. Wells, from Curzon St., to be manager on retirement of Mr.S. W. Henley. Birmingham, 
Hockley Hill: Mr. S. E. Turner, from Lye, to be manager in succession to Mr. F. L. Davies. 
Chorley: Mr. F. W. Appleby, from Oldham, to be manager in succession to Mr. W. Park. 
Crawley: Mr. W. F. Baker to be manager. Dudley: Mr. F. L. Davies, from Hockley Hill, 
Birmingham, to be manager on retirement of Mr. H. G. Michie. Liverpool, Scotland Rd.: Mr. 
W. Park, from Chorley, to be manager on retirement of Mr. G. Ellis. Lye: Mr. N. E. Brooks, 
from High St., Smethwick, to be manager in succession to Mr. S. E. Turner. Neston: Mr. A. L. 
Lumsden, from Burnley, to be manager on retirement of Mr. W. T. Ball. Rotherham, College St.: 
Mr. H. C. Renshaw, from Silver St., Hull, to be manager in succession to Mr. T. R. Slack. 
National Bank of Scotland—Thurso: Mr. J. W. Wood, from Forfar, to be manager in suc- 
cession to the late Mr. V. S. Clouston. 

National Provincial Bank—London—Bbrompton Rd.: Mr. 1. D. Hadrill, from Lancaster Gate, 
to be manager; Fleet St.: Mr. G. Belcher, from City Rd., to be manager on retirement of Mr. 
L. J. Benjamin; Kensington: Mr. M. J. Magan, from Brompton Rd., to be manager on retirement 
of Mr. F. Santall. Andover: Mr. B. G. Beynon, from Maindee, to be manager. Banstead: 
Mr. L. F. Hoather, from Newhaven, to be manager. Birmingham, Summer Hill: Mr. N. H. 
Nelson, from Morecambe, to be manager. Northampton, St. James's: Mr. L. P. Williams to be 
manager. Nottingham, High St.: Mr. W. Oldroyd, from Stoke-on-Trent, to be manager on 
retirement of Mr. B. Wood. 

Westminster Bank -—~ London -— Piccadilly: Mr. 5S. D. Clarke, from Piccadilly Circus, to be 
manager on retirement of Mr. C. Johnstone; Piccadilly Circus: Mr. H. Lindsay, O.B.E., from 
Threadneedle St., to be manager. Fastville: Mr. E. K. Cartwright, from Bristol, to be manager. 
Farnham: Mr. E. J. Jeffries, from Midhurst, to be manager on retirement of Mr. S. G. Gallop. 
Horsham: Mr. G. F-. Osborne to be manager on retirement of Mr. T. G. Stewart. Matlock, Darley 
Dale and Matlock Bath: Mr. P. M. Brown to be manager on retirement of Mr. R. L. Pryce. 
Midhurst: Mr. A. F. S. Jeffery, from Petworth, to be manager. Palmer’s Green: Mr. C. N. 
Mullins, from St. Mary Axe, to be manager on retirement of Mr. E. T. Wigner. 
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Banking Statistics 


Trend of “ Risk” Assets 
(Figures in italics show percentages of gross deposits) 
Actual {mns. 
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Investments 
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Eleven Clearing Ba 
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1y51 
Oct.t Nov 
Liquid Assets:* % y* 
Barclays 40.0 32.8 
Lloyds 40.0 32.8 
Midland 40.2 32.8 
National Prov. 39.4 30.6 
Westminster 30.7 30.4 
District 38.0 30.5 
Martins -« Spe 93.9 
AllClearing _ 
Banks 39.0 32.0 
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Cash, call money and bills. 
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1951 

Oct Nov. 
3608.5 371.0 
29.2 29.3 
310.4 425-7 
25.0 33.6 
345+ 351-1 
30.2 30.7 
279.0 371.2 
24.4 32.5 
393-3 397-1 
29.6 30.1 
329.4 433-8 
24.9 32.8 
290.3 298.1 
35-4 37 +2 
105.9 230.9 
20.2 28.8 
248.6 249.5 
3I.2 31.6 
209.4 203.6 
26.3 33-4 
60.1 62.0 
25.6 26.6 
71.5 91.6 
30.5 38.9 
59.0 OI.4 
29. 29.3 
78.0 102.38 
25-5 33-0 
1,597.0 1,925.2 
30.6 31.1 
1555-2 2,032.7 
25.1 32.9 
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Trend of Bank Liquidity . 


1952 
Apr. Apr. 
31.60 31.4 
31.3 31.0 
32.2 34.1 
31.8 29.8 
30.9 35-8 
29-5 33-9 
34-3 33-9 
31.6 32.4 


+ Eve of “ new 


1953 


+ + - ‘ 
Oct.$ Dec. Jan. 
O/ 0 o/ 


35: 
36. 
38. 
37.2 
37- 
35-7 
33- 


36. 


’” 


S 34. 


3 


34. 

30.0 36.2 
35.8 37-4 
39-5 38.0 
37-9 37-3 
35-5 35-9 
34.60 32.8 
36.8 36.2 


1955 J 
Feb. on Year 
403.1 I 40.7 
29.7 
513.2 11.5 
35.7 
345-- 37 +5 
“9-3 
429.3 14.1 
36.4 
414.9 O2.0 
29.9 
490.0 O 
I5+3 
257-4 4.0 
30.0 
255.2 $3.2 
33-2 
254.0 O1.5 
33-L 
254.7 3-4 
33-2 
05.5 10.5 
28.3 
806.0 - 7.9 
35.6 
IOI.7 15.0 
33-3 
I0o0.I — 20.0 
32-7 
1,999.7 259.1 
390-7 
2,295.4 23.5 
35-2 
154 
Feb. Mar. Dee. 
oO 0 o/ 
0 8) 0 
31.0 31.3 33-3 
33-9 33-9 34-2 
34.5 34.1 30.4 
35-1 33-9 37+" 
35-90 34-2 32.2 
33.6 33.2 32.2 
29.7 31.3 33-2 
33.2 33.0 34.3 


monetary policy. 


Change Change since 


Oct., 1951 
34-0 

+ JOOS 
7149-7 
21.60 
1600.60 

— 32.9 
119.3 
0.6 
753-3 
5.4 
14.5 
32.3 
23.5% 
102.7 

- 743-2 
1955 
Jan. Feb. 
34.1 20.8 
35-1 31.0 
35-4 31.9 
35.2 34-4 
32.6 30.6 
31.3 31.7 
30.9 31.0 
34.4 31.3 


* After third funding. 
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Banking Trends over Thirty Years* 
‘‘ Risk ’’ Assets 





Liquid Assets — 
Combined 














Net Invest- 

Averages Deposits Actual Ratio T.D.R.s ments Advances’ Ratio 
of Months: {mn. {mn. % {mn. {mn. % 
1921 - 1,759 680 38 325 833 64 
1922 ch 1,727 658 37 ~~ 391 750 64 
1923 _ 1,628 581 35 — 356 761 67 
1924 ee 1,618 545 33 ~- 341 808 690 
1925 ie 1,610 539 32 —- 286 856 69 
1926 in 1,615 532 32 --- 265 892 7 
1927 - 1,661 553 32 ~— 254 928 69 
1928 in 1,711 584 33 — 254 948 68 
1929 7” 1,745 5658 32 -— 257 991 69 
1930 7 1,751 596 33 ~~ 258 963 68 
1931 0 1,715 560 32 — 301 O19 69 
1932 - 1,748 611 34 —- 348 844 67 
1933 = 1,909 668 34 ee 537 759 66 
1934 = 1,834 576 31 ~e 560 753 70 
1935 s* 1,95! 623 31 — 615 769 69 
1936 7 2,088 692 32 —- 614 839 68 
1936 a 2,160 713 32 — 643 865 68 
1937 be 2,225 683 30 — 652 954 70 
1938 - 2,218 672 30 -— 637 976 71 
1939 a. 2,181 648 29 — 608 9gI 71 
1940 = 2,419 785 31 73 666 955 65 
1941 = 2,863 676 23 495 894 858 59 
1942 ¥e 3,159 712 22 642 1,069 797 57 
1943 s 3,554 723 20 1,002 1,147 747 52 
1944 - 4,022 788 19 1,387 1,165 750 46 
1945 - 4,551 886 19 1,811 1,156 768 41 
1946 "e 4,932 1,280 25 1,492 1,345 888 44 
1947 - 5,463 1,646 29 1,308 1,474 1,107 40 
1948 = 5,713 1,703 29 1,284 1,479 1,320 47 
1949 . 5,772 1,920 32 983 1,505 1,440 49 
1950 5,811 2,345 39 430 1,505 1,603 52 
1951 5,931 2,308 38 247 1,624 1,822 56 
1952 5,856 2,097 34 — 1,983 1,838 62 
1953 6,024 2,201 35 — 2,163 1,73! 62 
1954 6,239 2,190 34 - 2,321 1,504 04 
1951: 

Oct. 5,981 2,423 39.1 177 1,555 1,897 55-7 

Nov.f 5,973 1,981 32.0 108 2,033 1,925 64.0 
1954: 

Feb. 6,010 2,071 23. -- 2,275 1,741 604.4 

Dec. 6,558 2,382 34. 2,353 1,897 61.2 
1955: 

Jan. 0,474 2,315 34. 2,351 1,892 63.2 

eb. 6,257 2,042 23.3 - 2,295 2,000 05.9 


* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 19306. 


+ Bank statements immediately before and after the launching of the 


policy and the first special funding operation. 
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March 20, eb. 26, March 5, March 12, March 19, 
1954 1955 1955 1955 1955 
Ways and Means Advances: fm. fm. fm. fm. fm. 
Bank of England .. - — — —- —- — 
Public Departments 369.6 268.0 254-5 274.0 297-4 
Treasury Bills: 
Tender a ‘a 3100.0 3150.0 3160.0 3170.0 3180.0 
Tap .. 7 +0 o* 1359-7 1691.5 1709.4 1710.8 1731.3 
5109.5 5123.9 5155-4 5208.7 


4829.3 
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1945-49 .. 
1949-50 .. 


1950-5! 


1951-52 .. 
1952-53 .. 


1953-54 


1953-54 
April-Jan. 


February 


1954-55 
April-Jan. 


l‘ebruary 
* After taking account of net sales through the Post Office Savings Banks of Government 
securities other than defence bonds. 


Years and 
Quarters 


1940 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1953: ' 


II 

Ill 

IV 
1954: 

I 

If 

III 


October 


November 


December 


IV 


1955: 
January 


February 


Savings 
Certi- 
ficates 

(net) 
—- 6.6 
- 23.4 
- 35 
+19.5 

-+20.8 
-+-1I9.0 


_ wa 
. > 
_ 


+ 35-3 
+ 6.1 





Defence 


Bonds 
(net) 
- 0.4 
—18.¢ 
— 20. 
— 14. 
—Il. 
-+- O, 


~~ 


WwwrIn 


2% 
— 2, 


41.2 
r 3-4 


National Savings 
(£ millions) 


Change 
in Total 
Savings Total Accrued Defence Kemain- 
Banks Small Interest Bond ing 
(net) (net) Maturity Invested 
+39.8 -+26.8 102.8 —52.1 +59.5* 
- 29.7 -— 71.7  #2«100.8 —- 0.9 +-24.2* 
—- 064.7. — 90.9 95-3 — + 4.1* 
—- 90.3 — 85.2 94.1 —42.0 — 36.5* 
—131.6 -—122.1 88.3 —45.5 — 73.4* 
~ 79.3 -— 60.0 88.6 —38.4 —12,2* 
~- 95.5 ~ 82.5 72.3 25.6 —-41.0 
+- 8.2 -+-10.3 7.0 - 2.0 +15.0 
- 50.9 +54.8 79.5 19.5 +75.8 
+ 8.5 +-20.0 o.7 — 2.4 -+25.0 





Britain’s Gold and Dollar Reserves 


(Millions of U.S. dollars) 


Net Gold and Dollar 


Surplus (+-) or Deficit (—) 


Financed by: 








With 


E.P.U.* 





+- 16 





— 10 
+ © 




















Net Special 
With Surplus Ameri- Payments Change 
Other or can and in 
Areas Deficit Aid Creditst Reserves 
— — 90d a -+- 1123 + 220 
“— ~ 4131 mene ++ 3513 — 618 
— —-1710 682 + 805 — 22 
— — 1532 1196 +- 168 —- 168 
- 7Q1 +- 805 762 + 45 +1612 
—- 876 - 988 199 —- 176 - 965 
— 400 - 736 428 —- 181 — 489 
+ 433 + 546 307 - 181 + 672 
- 407 + 492 152 — 400 + 244 
+119 +- 214 106 —= -+- 320 
t+ 93 - 140 | — +- 201 
+ 55 + 36 83 —— + I19 
+161 +- 156 57 - 181 -}- 2 
+102 -+- 107 60 -— -+ 167 
"253.0 + 314 18 ~_ + 332 
+- 57 + 60 35 — 211 —- 116 
-+- 12 + 18 17 — + 35 
— 32 —- 25 14 —- —- {I 
-+- 15 -+- 18 8 —- 189 —- 163 
=~ 5 + I! 39 ~- 189 - 139 
—- 2 - I2 13 — 1 I 
~— 103 - 97 15 — - 82 



























Total 
Remain- 
ing 
Invested 
6101.9 
6126.7 
6130.8 
6094.3 
6020.9 
6008.7 


5979.0 
5994.0 


6084.6 
6109.6 


Reserves 


at End 


of Period 


2696 
2079 
1856 
1685 
3300 
2335 
1846 
2515 
2762 


2166 
2307 
2486 
2518 


2085 
3017 
2901 


29306 
2925 
2762 
2762 


———_—_——_—— 


2763 
2681 


* Portion of monthly deficit or surplus settled in gold (in month following each accounting 


period). 


+ Comprising a “‘ repurchase ”’ of sterling from the International Monetary Fund in August, 
the initial payment on the funding of part of Britain’s overdraft with the European Payments 
Union in July; and service charges on the U.S. and Canadian loans in December of 1951, 1952, 


1953 and 1954. 


The special credits comprised $4,909 millions from U.S. and Canadian credits 


1946-50; $420 millions from the I.M.F. in 1947-49; and $325 millions from the South African 


gold loan of 1948. 
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THE CHARTERED BANK OF INDIA, 
AUSTRALIA AND CHINA 





Better Economic Outlook in the East 





Mr. V. A. Grantham’s Survey 





HE t1o1st ordinary general meeting of 

The Chartered Bank of India, Australia 

and China was held on March 30 in 
London. 

The following is an extract from the state- 
ment by the Chairman, Mr. V. A. Grantham, 
circulated with the report and accounts for 
the year 1954:— 


Introductory 

Last year, when I addressed you, it appeared 
that the painful readjustment imposed on most 
Eastern economies by the collapse of the 
Korean war boom had, on the whole, been 
completed and that the future could be 
regarded with rather more hope. During the 
past year most of the primary products of the 
East have enjoyed steady markets, and tea 
and rubber prices in particular showed sub- 
stantial increases towards the end of the year. 

Rice is in a special position, for although its 
price has fallen, to the disadvantage of pro- 
ducing countries like Burma and Thailand, 
the vast populations elsewhere in South-East 
Asia who depend upon it as a vital foodstuff 
have benefited. 

With export earnings more assured, the 
economic outlook in the East has shown 
corresponding improvement. Japan, whose 
position a year ago was causing anxiety, has 
succeeded in restoring some measure of 
stability, and the Indian economy has made 
substantial progress. On the other hand, the 
situation in Indonesia continues to cause grave 
concern, and although the fighting in Indo- 
China is mercifully at an end, the task of 
rehabilitating the Vietnamese economy after 
so many years of war remains considerable. 

The various development schemes which are 
intended to raise Asian living standards con- 
tinue to make good progress and economic 
prospects in the East during the present year 
do not appear unfavourable. 

In some of the Eastern countries there 
persist political, social and economic problems 
which appear to be increasingly difficult to 
solve, but in every land to which its establish- 
ment extends the Bank is still able to make 
important contributions to the prosperity of 
its hosts by facilitating the international ex- 
change of goods and services. Because the 
Bank is peculiarly fitted and particularly well 
equipped to discharge this function it may be 
less exposed to nationalistic prejudice than 
other forcign enterprises engaged in purely 
domestic trade and industry in countries 
newly emancipated and over-conscious of their 
independence. 


The Bank’s Balance Sheet 


_ As the result of an increase of approximately 
{17,000,000 over last year’s figure the total of 
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the Bank’s Balance Sheet has once again 
exceeded £200,000,000. The.increase, due in 
part to rises in world prices of tea, rubber, tin 
and other staple commodities indigenous to 
the countries in which the Bank operates, is 
also a heartening indication that we are more 
than holding our own in the face of com- 
petition and despite the protective trading and 
exchange restrictions, particularly in the field 
of import control and licensing, which the 
governments of the countries concerned have 
had occasion to impose or maintain. 


Profit and Loss Account 


The net profits for the year amount to 
£723,147, an increase over those of last year 
of £29,349. 

Difficult working conditions have persisted, 
but our Balance Sheet testifies to rather better 
conditions generally, in addition to which 
working costs which have been rising each 
year are at long last showing signs of greater 
stability. 

We paid an interim dividend in October last 
of 74 per cent., less income tax, absorbing 
£144,375, an increase of $ per cent. over the 
interim dividend of the previous year, and it 
is now proposed that, out of the balance now 
available, a final dividend of 74 per cent., less 
income tax, should be paid, costing £144,375, 
making the total distribution for 1954 15 per 
cent., as compared with 14 per cent. in 1953. 

We propose to repeat the allocations made 
in each of the past four years to the Pension 
Fund and Widows’ and Orphans’ Fund of 
£125,000 and {20,000 respectively. We have 
again applied £200,000 towards writing down 
Bank Premises and Furniture Account. It 
is proposed to transfer {100,000 to Contin- 
gencies Account, as compared with £75,000 
last year, and to carry forward the slightly 
decreased balance of £392,910. 


Conclusion 


I am encouraged to conclude upon a note of 
restrained optimism, bearing in mind that 
periods of economic stability in the East have 
been relatively few during the past 100 years. 
For a long time the Bank was beset by recurring 
crises of confidence and unpredictable fluctua- 
tions in the world price of silver, but nowadays 
most of our difficulties arise from attempts to 
put into operation untried political and 
economic theories. 

Notwithstanding the fragmentation of what 
were formerly unified trading areas of great 
extent into self-regarding national States, our 
branch organization has been able to cross the 
new frontiers and, by facilitating international 
trade, to foster international understanding 
and goodwill. 

The report and accounts were adopted. 



















































ARAB BANK LIMITED 


HE ordinary and extraordinary general 
meeting of the Arab Bank Limited was 
held on March 25, 1955, in Amman. The 
following is an extract from the report of the 
Board of Directors: 

The Board of Directors has the pleasure to 
submit to you its twenty-fifth annual report 
for the year ending December 31, 1954, and 
feels gratified with the results of operation of 
the year and with the continued progress and 
success. achieved by your institution. 

The Board of Directors is very happy to 
note that the discussions for closer economic 
co-operation among the Arab states have 
started to materialize. The Trade and Transit 
Agreement signed in Cairo on September 7, 
1953, and ratified by Lebanon, Egypt and 
Jordan during that year, was ratified in 1954 
by Syria, Saudi Arabia and Iraq. 

Total resources in this year’s balance sheet 
amount to J.D. 34,660,334 as compared with 
J.D. 26,938,439 at the end of the previous year, 
indicating an increase of J.D. 7,721,895 on the 
figure for 1953. The figures of this balance 
sheet represent the. largest the bank ever 
attained since its establishment. 

Total cash in hand and at the banks 
amounted to J.D. 9,888,258, as compared with 
J.D. 8,980,693 last year, i.e. with an increase 
of J.D. 907,565. The ratio of cash to deposits 
stands at approximately 50 per cent. The 
Bank has been keen to invest its funds in the 
numerous projects undertaken in Arab coun- 
tries and in short-term commercial loans. It 
is our established policy to keep the ratio of 
cash to deposits at a very high level so as to 








maintain the liquidity of the Bank and protect 
against any emergency. 

Deposits and other accounts have reached 
J.D. 20,120,544, as compared with J.D. 
16,451,054 last year, i.e. with an increase of 
J.D. 3,678, 490 which is 22 per cent. higher 
than last year’s figure. 

The total of the current debit balances is 
J.D. 10,788,308, as against J.D. 8,697,403 for 
the previous year, representing an increase of 
J.D. 2,090,905. Bills discounted are J.D. 
2,428,145, as against J.D. 1,917,172. This 
increase in the current debit balances and bills 
discounted indicates how quickly the Bank 
responds to the needs of its customers and of 
the economies of the countries it serves. 

The total earnings for the year 1954 
amounted to J.D. 1,102,196, as compared with 
J.D. 908,768 for last year, i.e. with an increase 
of J.D. 193,429. Expenditure, including re- 
serves for income tax for our branches, salaries, 
depreciations and other miscellaneous items, 
amounted to J.D. 823,083, leaving a net profit 
of J.D. 279,113. Adding this profit to the 
amount of J.D. 4,227 brought forward from 
the previous year, the balance of net profit 
for the year 1954 stands as shown in the 
balance sheet at J.D. 283,340. We have 
allocated from this year's profits an amount 
of J.D. 12,000 for staff pensions and provident 
fund. 

The Board of Directors recommends to the 
general meeting the approval of the distri- 
bution of J.D. 176,000, giving a net dividend 
of 640 fils per share, founders and ordinary 
alike, or 16 per cent. of the nominal value of 
the shares. 

The report was adopted. 





ASSETS 


Cash in hand and at Banks 

Government Securities and Shares (Market price) 
Bills Discounted . ‘ ; 

Advances to Customers . aid 


Properties (after depreciation) 


Furniture (after depreciation) 
Other Assets - 


LIABILITIES 


Deposits and other Accounts 
Bills Payable 


Other Liabilities .. 
Authorized and Subscribed Capita 1: 


237,500 Ordinary Shares at J.D. 4—fully paid 
Reserve Fund 
Special Reserve 


General Profit and Loss Account: 
Balance of Profits. 


Abdul Hameed Shoman 
Chairman, Board of rie 





ARAB BANK LIMITED 


BALANCE SHEET AS AT 3lst DECEMBER, 1954 


(To the nearest Dinar) 


Customers’ Liability on Guarantees and Credits — Contra) 


Guarantees and Credits on Account of Customers ( per Contra) 


37,500 Founders’ Shares at J.D. 4—fully paid . 


D. (Jordan Dinar) equivalent to £1 sterling 








1954 1953 
J.D. J.D. 
9,888,258 8,980,693 

29,613 7,761 
2, 428, 145 1,917,172 
10,788, 308 8,697,403 
10,812,178 6,890,094 
240,310 147,301 
133,990 140,256 
339,532 157,759 
31,660,334 26,938,439 
1954 
J.D. 
20,129,544 16, 451, 1054 
198,759 204,534 


10,812,178 6,890,094 
3,1 822 





150,000 
950,000 
1,100,000 
1,579, 395 
553,940 

3,233,335 3,202,908 

283,340 189,027 

34,660,334 26,938,439 





Abdul Majeed Shoman 
Member, Board of Directors 
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THE MERCANTILE BANK OF INDIA 








Continued Expansion 





Sir Kenneth W. Mealing’s Statement 





Mercantile Bank of India, Ltd., was held 
on March 29 in London. 
The following is an extract from the state- 
ment by the Chairman, Sir Kenneth W. 
Mealing : 


Te 62nd annual general meeting of The 


‘The Board’s recommendations to share- 
holders for the sub-division of the “A,” 
“B” and ‘‘C”’ shares and capitalisation of the 
sum of £420,000, part of the balance standing 
to the credit of the Reserve Fund, were duly 
approved at an Extraordinary General Meet- 
ing held on September 7, 1954. The Board 
also transferred £670,000 from Inner Contin- 
gencies Account to the Reserve Fund and as a 
result the paid up Capital of the Bank is now 
{1,470,000 and the Reserve Fund stands at 
£1,750,000. 


The expansion recorded last year in the 
Bank’s general business continued during 1954. 
The Balance Sheet total at £68 millions is 
higher by £5 millions. At £194,324 the net 
profit is practically unchanged from that of the 
previous year and your Directors recommend 
a final dividend of 7% on the increased capital. 
If this recommendation is approved, the 
dividend for the year will be 14% on the actual 
issued capital throughout the year. I trust you 
will agree the results of the year’s working are 
satisfactory. 


The world situation has shown little change 
since I addressed you a year ago. The cessation 
of active fighting in Indo-China, resulting from 
the Geneva Conference, and the continuance 
of the cease-fire in Korea may, however, be 
counterbalanced by the continuing tension over 
Formosa and the small islands close to the 
China mainland occupied by the Chinese 
Nationalists. The fear of direct aggression in 
Europe appears, thanks to the increasing power 
of N.A.T.O., to have declined, but S.E.A.T.O., 
still to be ratified by the countries concerned, 
has not yet become a_ power sufficiently 
capable of withstanding aggression in South 
East Asia, so the situation is still not without 
anxiety in this area. 


For the greater part of 1954 the economic 
situation in the United Kingdom progressed 
satisfactorily, although in the latter half of 
the year there were signs of incipient inflation. 
The continued weakness of sterling in terms of 
other currencies in the closing months of the 
year indicated that some deterioration in 
the country’s economic position was taking 
place, 


Since the close of the year, to rectify the 
situation the Bank rate has been raised on two 
occasions and is now 44%, the highest since 
1932. Other steps have also been taken to stop 
the inflationary trend, increase exports, and 
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maintain international confidence in sterling. 
I have little doubt that these measures will 
prove effective. 


India’s Successful Year 


The year 1954 must be regarded as the most 
successful for India in practically all spheres of 
activity, since Independence. The Indian 
Government, headed, and indeed dominated 
by Pandit Nehru, has participated, and made 
its influence felt, in world affairs to no mean 
extent. Internally, the food situation has 
vastly improved, the working class cost of 
living has shown some recession, and trade and 
industry have enjoyed an active year. The 
first Five Year Plan came into existence in 
1951 and is due for completion in 1956. The 
full extent of the first Plan may not be achieved 
for the target is a high one, but much of it will 
be attained and a second Five Year Plan is 
now being framed. India has become alive 
to the fact that the present increase in popula- 
tion (something like 45 million every 12 years) 
necessitates urgent steps to increase agricul- 
tural production and industrial capacity. To 
meet this situation the Indian Government 
have vast plans for irrigation, hydro-electric 
power, heavy industrial production, fertiliser 
plants and are now planning nation-wide rural 
and agricultural credit and banking facilities 
under the aegis of a State Bank now in process 
of formation. 

There is still a great goodwill in India 
towards the United Kingdom and, providing 
British manufacturers can compete as to price 
and delivery, there is a definite bias in their 
favour. 

Pakistan 


The constitutional position in Pakistan is 
somewhat confused. Whatever the outcome, 
it is clear that Pakistan is passing, and prob- 
ably will for some time pass through a difficult 
political period before a genuine and reputable 
democratic system can again be set up in the 
Provinces and at the Centre. 

The internal financial position appears to be 
sound, and very considerable industrial 
advances are taking place under the Pakistan 
Industrial Development Corporation. Shortage 
of foreign exchange is, at present, a serious 
problem, but when American aid starts coming 
forward this should result in a considerable 
saving in foreign exchange which, in turn, will 
enable Pakistan to spend more of its own 
foreign earnings on consumer goods, thus 
bringing about a reduction in the cost of 
living. 

A settlement with India of the Kashmir 
problem seems no nearer than a year ago. 

The statement then reviews in detail the 
position and prospects in the other areas in 
which the Bank has interests. 
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THE HONGKONG AND SHANGHAI 
BANKING CORPORATION 









Mr. C. Blaker on the Satisfactory Results 





HE ordinary yearly general meeting of 
11 he Hongkong and Shanghai Banking 

Corporation was held on March 11 at 
the Head Office in Hong Kong. 

Mr. C. Blaker, M.C., E.D., the Chairman, 
presided, and said: The net profit for the year 
amounts to HK $19,290,451, which is some 
HK$z millions in excess of last year’s figure. 
The balance of profit brought forward from 
last year amounts to HK $9,859,542, and the 
total available for appropriation is accordingly 
HK $29,149,993. In view of the heavy expendi- 
ture in recent years on new Bank premises, it 
is proposed that HK$6 millions should this 
year be written off Bank Premises Account, 
and after allowing for this transfer and the 
Interim Dividend of £2 per share, it is recom- 
mended that the Final Dividend should again 
be {3 per share, leaving a balance to be carried 
forward to next year of HK $10,215,256. 

As shareholders will be aware, it is proposed 
to increase our share capital by the issue of 
one new share for every four shares now held. 

From the Balance Sheet it will be observed 
that our published Reserve Fund now stands 
at HK$128 millions (£8,000,000). Current 
and Other Accounts and Acceptances on behalf 
of customers have increased by HK$36 
millions and HK $46 millions respectively. On 
the assets side of the Balance Sheet, Cash, 
Call Money and Treasury Bills have decreased 
by approximately HK$300 millions, and the 
funds thus made available, together with the 
increase in our total funds during the year, 
have been mainly re-employed in Trade Bills 
and Advances to customers which have. in- 
creased by HK$168 millions and HK$184 
millions respectively. It is a source of some 
satisfaction that we have been able to employ 
these larger funds during the year in their 
rightful sphere of financing international trade 
and commerce. 

In all the circumstances your Directors feel 
that the results of the year must be regarded 
as satisfactory. 

The printed statement deals with the politi- 
cal and economic situation in the Eastern 
countries where we have offices. It also refers 
to the position in China and to our negotiations 
regarding final closure of our Shanghai office. 
I will now only say that while the Bank’s main 
problem in China is still unresolved, our offices 
at Swatow and Tientsin have been wound up 
during the past year and Peking is likely to be 
closed soon. 

In Viet-Nam we have shut our office at 
Haiphong, but to counterbalance this, we have 
now completed arrangements for opening an 
independent branch at Phnom-Penh, the 
capital of Cambodia. 

The report and accounts were adopted. 


Chairman’s Statement 
In his statement, the Chairman, referring 
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to the question of economic aid for the under- 
developed countries in Asia, said: Now at last 
a new phase seems to have been reached after 
about four years of discussions in the United 
Nations and by the authorities of the Inter- 
national Bank, and it looks as if a step is being 
made in the right direction. This is the 
establishment of an International Finance 
Corporation as an affiliate of the International 
Bank and with an initial capitalization of 
U.S. $100 millions. The Corporation is de- 
signed to increase private investment in less 
developed countries. Similarly, the establish- 
ment of the Industrial Credit and Investment 
Corporation of India is another step forward. 
Here we see a promising international-cum- 
private investment concern, which, if suc- 


' cessful, may well prove to be a model for 


similar ventures in other Eastern countries. 
The Government of India, the International 
Bank, the Commonwealth Development 
Finance Company, certain Indian banks and 
insurance companies, and a group of British 
Exchange banks, insurance companies, and 
industrial firms are participating together with 
a strong American group. I am glad to say 
that we are one of the British banks which 
have taken up shares in this Corporation. 

China.—Our own particular hopes about 
China are that the negotiations for the settle- 
ment of our problems in closing our offices, 
which have been carried on now for nearly 
four years, should be satisfactorily concluded. 
Progress has been extremely slow. Never- 
theless, we hope that before long we shall be 
able to come to a settlement with the Chinese 
about all outstanding matters. 

The statement reviewed in detail the con- 
ditions in the territories in which the Bank has 
interests, and concluded: 

Without blinding our eyes to the trend of 
events in the East, we feel confident that 
British bankers still have an important part 
to play in Asia as elsewhere. New measures 
are being adopted for the mobilization of 
capital to assist industrial development in the 
free countries of the East and particularly in 
the area of the ‘“‘Colombo Plan ’”’ countries. 
In these areas the expansion of trade is growing 
rapidly and will continue as the countries 
increase their development and raise their 
standards of living. We are well aware that 
we must continually. adapt ourselves, as we 
have done in good times and in bad through- 
out the past ninety years of the Bank’s 
existence, and you may be confident that we 
will do so. 





At a subsequent extraordinary general 
meeting resolutions increasing the capital of 
the Corporation from HK$2o0 millions to 
HK$25 millions and capitalizing the sum of 
HK$5 millions by the issue of one new share 
for every four shares now held were carried. 







































BANK OF LONDON & SOUTH AMERICA 








Continued Demand for Credit 








Sir Francis M. G. Glyn’s Statement 








of London & South America Ltd., was 
held on March 29 in London. 

The following are extracts from the address 
by the CHAIRMAN, Sir Francis M. G. Glyn, 
K.C.M.G., which has been circulated with the 
report and accounts for the year ended 
December 31, 1954: 

The demand for credit from South America 
has continued unabated but some of the export- 
ing countries are beginning to have doubts 
whether the demand is really justified and is 
not just being used as a bargaining counter. 
Moreover, the banks on whom of course the 
demand falls in the last resort are also beginning 
to question just how far they are justified in 
immobilizing their deposits in order to finance 
this class of export. This latter problem does 
not arise in countries where the banking system 
is to all intents and purposes a nationalized 
one, for there the State itself maintains its réle 
as the ultimate source of credit and the banks 
are merely the channels through which the 
funds are provided; but in this country, for 
example, where the concept of bank liquidity 
is traditional, there still lives an innate distrust 
of an investment that cannot be turned into 
cash at any time. 


[or annual general meeting of the Bank 


Chancellor’s Announcement 


The banking problem has unfortunately not 
been solved by the announcement of the 
Chancellor of the Exchequer last April that 
the Export Credits Guarantee Department 
would in future give direct guarantees to banks 
for this type of business. This has had the 
effect of shifting the burden from the manu- 
facturer, who is now left to finance only a small 
percentage of his original contract long after 
the goods have left the country and to this 
extent is free to take on further commitments; 
but only to leave with the banks an asset with 
fixed terms of repayment over periods up to 
seven years, but without the corresponding 
virtue of the negotiability of a Government 
bond. 

By reason of the specialized service that it 
can offer to international commerce, this bank 
has a particular interest in furthering any 
proposition that will increase British exports 
to Latin America, and this, combined with our 
natural interest in the future prosperity of that 
continent, ensures that we shall always do all 
that lies within our power to promote any 
scheme involving medium-term finance. 


Balance- Sheet 


The adoption of lower rates of exchange than 
those taken last year for the conversion of 
some of the bank’s foreign currency assets and 
liabilities—particularly in Brazil, Chile, and 
Paraguay—more than account for the fall in 
balance-sheet, 


the totals of the which at 
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£134,806,292 are {£26,326,000 less than at 
December 31, 1953. I am glad to be able to 
say, however, that this reduction does not 
reflect a contraction in the business; the total 
assets and liabilities in foreign currencies them- 
selves are in fact higher than 12 months ago, 
and the same is true of those in sterling in the 
United Kingdom. 

These rates account for the reduction ap- 
parent in current, deposit and other accounts 
to £84,869,591, while the increase of £824,000 
in the amount due to the Argentine Central 
Bank represents an expansion of the operations 
of our branches in Argentina. Although engage- 
ments on account of customers at {17,806,947 
show a small reduction, the volume of opera- 
tions is in fact larger, and the fall of £666,000 
is entirely due to the less favourable exchange 
rates. . 

Current Assets 

Turning to the current assets, cash in hand, 
at bankers, and at call at £28,221,637 is 
£10,976,000 lower compared with last year, 
which is almost entirely due to exchange rates, 
while the same is true of bills receivable, which 
are less by £13,249,000. Some small part of 
these reductions, however, is reflected in the 
ncrease of {4,705,000 in our investments in 
British Government securities which now stand 
at £13,470,201, and in securities of, or guaran- 
teed by foreign governments, which have risen 
from £7,023,576 to £8,142,959. These are 
largely United States Government short-dated 
bonds held by our New York agency. Advances 
and other accounts show a _ decrease of 
£7,492,528, which again is more than accounted 
for by the operation of the exchange rates. 


Dividend Increased 


Profits for the year ended December 31, 
1953, are £395,860, while those for the 12 
months to December 31 last are £2,179 lower 
at £393,681, which I feel should not be regarded 
as unsatisfactory in view of the less favourable 
rates at which the profits in certain countries 
have been converted. Although nothing at all 
has been received from Argentina since mid- 
1951, the remittance position in general has 
improved slightly compared with a year ago. 

Last year I reported that the Board had 
carefully considered the rate of dividend, and 
I am happy to inform you that this year we 
have felt able to recommend an increase in the 
final dividend of 1 per cent., making 7 per cent. 
for the year, as compared with 6 per cent. 
which has been paid since 1941. While the 
problems and difficulties we have to face have 
not diminished, the board felt that the position 
of the Bank had been sufficiently strengthened 
over the past 14 years to allow a slightly higher 
distribution, and they hope that conditions will 
continue to enable this rate to be maintained 
in the future. 
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THE EASTERN BANK 








A Satisfactory Year’s Working 





the shareholders of The Eastern Bank 

Limited was held on March 30 at the 
Office of the Bank, 2 and 3 Crosby Square, 
London, E.C. 

The following is an extract from the state- 
ment by the Chairman, Sir Evan Meredith 
Jenkins, G.C.I.E., K.C.S.1., which has been 
circulated to the shareholders with the report 
and accounts for the year ended December 31, 
1954: 

The main features in the Balance Sheet for 
1954 are an increase of $4,226,791 in Current, 
Deposit and other Accounts and increases of 
{1,903,782 and {2,642,220 in Cash and Bills 
Receivable and in Advances respectively. 
These and other less important changes bring 
the Balance Sheet total up to /£37,352,355, 
against {32,458,011 at the end of 1953. Note 5 
at the foot of the Balance Sheet shows that we 
have capital expenditure commitments of 
approximately £169,000 for premises, which 
will in due course further increase the figures 
against Bank Premises, Furniture and Equip- 
ment. These now stand (after the appropria- 
tion of £30,000 mentioned below) at £538,474. 
Although with the completion of our new 
Baghdad premises—now expected by the end 
of 1955—-we shall have no major building 
projects in immediate contemplation, it is 
probable that for some years we shall have to 
incur capital expenditure both for business and 
for residential accommodation. Rents are, 
and are likely to remain, very high in most 
Eastern cities; some of our Branches are still 
inadequately housed; and for staff there is 
frequently no satisfactory alternative to accom- 
modation owned by the Bank. As an indi- 
cation of building costs, I may note that a 
manager's house which before the war could 
have been built for the equivalent of £3,000- 
{4,000 now costs £10,000 or more. 


Tite forty-fifth annual general meeting of 


Profit and Appropriations 

The published profit is £129,011, against 
£127,512 for 1953. The appropriations from 
profit are {£50,000 to Reserve, £30,000 to 
Premises, and £27,500 to the Final Dividend, 
which your Directors propose should remain 
at 5s. per share, making with the Interim 
Dividend of 3s. already declared, 8s. per share 
for the year. The repayment of certain debts 
for which provision had to be made before and 
during the war has enabled ‘our Directors to 
transfer £150,000 from Contingencies Account 
to Reserve, which with the appropriation of 
{50,000 from published profit now stands at 
41,500,090. 

The year’s working has been satisfactory. 
In particular the increase in the Bank’s 
resources is gratifying, though it arises in part 
at least from causes which may be transient. 
Some improvement in trade is shown by the 
value of confirmed credits opened. The figures 
do not appear in the Balance Sheet but are 


XXXVI 


considerably higher than those for 1953. There 
is little that I can usefully add to my previous 
statements on conditions in the East generally. 
The paragraphs which follow contain brief 
comments on trading and other conditions in 
the various countries in which we are estab- 
lished, and may be of interest to shareholders 
who are not in day-to-day touch with Eastern 
affairs. 

Business in Iraq was good throughout the 
year. Many large Development Board con- 
tracts were placed, French and Lebanese 
contractors being particularly prominent. 


Our Iraq branches had a busy and successful 
year. Building in the new Bank Street at 
Baghdad was delayed by the floods, but it is 
probable that this great change in the heart of 
the old city will be complete or nearly so by 
the end of 1955. A town-planning project at 
Kirkuk has enabled us to provide more suitable 
premises for our branch there. These are now 
being constructed by the Municipality. 

India.— Business conditions remained rea- 
sonably good, with some liberalization of 
import quotas, and a steady offtake from 
fairly well-stocked markets. 

The Imperial Bank of India, together with 
a number of State Banks, is to be nationalized 
with a view to providing—-so it is understood 
—a better branch banking system especially 
in the rural areas. 

Pakistan had another eventful year. Heavy 
capital expenditure in industry (some observers 
think the pace is too hot, especially in cotton 
textiles) and relatively low prices for the main 
export commodities have made the continuance 
of strict import controls inevitable. 

The cotton market was steady, and tea 
enjoyed the boom conditions prevailing else- 
where. Unfortunately the marked rise in jute 
prices in the latter part of the year was accom- 
panied by serious export difficulties. 

With a favourable balance of trade, a 
notable increase in external assets, and a cash 
surplus at the end of the official financial year 
(September 30) Ceylon did very well in 1954. 


General 


Mr. Millen was obliged on urgent medical 
advice to retire from the appointment of 
General Manager in September. We were 
very sorry to lose him; his ability and en- 
thusiasm over a period of 35 years’ service in 
the East and in this country had been most 
valuable to the Bank. He has been succeeded 
as General Manager by Mr. Hubert Barden, 
who was formerly London Manager. 

Mr. Douglas Gordon, until recently our 
Manager at Bombay, has been appointed 
London Manager. 

Our Staff both in London and in the East 
have done another year’s excellent work, and 
we wish to thank them all. 

The report and accounts were adopted. 










































HASTINGS AND THANET BUILDING SOCIETY 





Reserve and Liquid Strength 





on March 24, the Chairman, Mr. H. J. D. 

Fuller, in moving the adoption of the 
Directors’ Report and Statement of Accounts 
for 1954, said: 

‘The year 1954 saw a great improvement 
in two important aspects of the nation’s 
affairs in which the Society was interested: 
first, the building of more houses for sale, 
and, secondly, the increased rate of personal 
saving. 


Ae the annual meeting at Ramsgate, held 


Home Ownership 

Through a variety of schemes, Building 
Societies could bring home-ownership within 
the means of a very wide range of people who 
should be encouraged to accept a valuable 
stake in the country for the benefit of the 
nation and themselves. During the past year, 
more than £3} millions was advanced by this 
Society, chiefly to people buying houses for 
their own occupation, many of them being 
new homes to be occupied for the first time 
by newly-married couples, on the basis of a 
small cash deposit and a monthly repayment 
which they could comfortably afford. 


New Savings 

Savings in Great Britain showed a marked 
improvement in 1954 to the benefit of the 
nation and the individual. And it could not 
be said with too much emphasis that saving 
through Building Societies was in the national 
interest. New savings with the Society in 
1954 exceeded £3} millions, the bulk of which 
was channelled into home-ownership loans, a 
century of experience of which had provided 
security to investors of unquestionable calibre. 
‘Safe loans in good homes’ might well be 
the Society's motto. 


Stable Interest Rates 

By their nature, Building Societies were 
mutual institutions serving on the one hand 
the needs of the prudent investor, with con- 
venient facilities for making deposits and for 
withdrawing them, plus a fair income return; 
and, on the other hand, the house-purchaser, 
who expected to borrow the money provided 
by the investors at the cost of such money to 


the Society, plus the income tax, manage- 
ment expenses and a little margin for reserves. 
Neither investor nor borrower would welcome 
frequent changes in interest rates, but rather 
did they expect long periods of stability. 
Any attempt to adjust Building Society rates 
in conformity with Bank rate changes would 
not only be basically wrong, but would create 
confusion and instability in a movement 
which had a reputation for a good degree of 
constancy. The profit motive simply did not 
exist within the Building Society framework. 

The Directors were at all times desirous of 
promoting and extending the benefits of home- 
ownership and they gave particular encourage- 
ment to young people who often required 
small deposit terms and a longish period in 
which to repay the loan. These young people 
were being assisted by the Society each day 
and every day and the Society welcomed the 
opportunity to serve them. But, the repay- 
ment term should not be so long as to make 
people lose sight of their goal of complete 
redemption of their security and it was im- 
portant to curb unwarranted enthusiasm and 
ambition and encourage people to buy a good 
house within their financial orbit.’’ 

In seconding the adoption, Mr. E. Barber, 
L.R.I.B.A., said: 

‘It was interesting to note that the Total 
Assets at over £18 millions had more than 
doubled since 1947; such growth having been 
natural and accompanied by an all-round 
increase in strength. Reserve and Surplus 
Funds at {952,774 had been well maintained 
and their importance to any sound business 
could not be over-estimated. Nor, in an insti- 
tution like this, could too much care be 
exercised to ensure an adequate degree of 
liquidity, that is, Cash at Banks and Trustee 
Securities. These together now totalled 
£2,062,769, and allied to a fine Reserve 
position they were a bulwark of strength, as 
would be apparent to the most astute 
scrutineer of balance sheets.’’ 

The Report and Accounts were adopted, 
the appointment of Auditors confirmed, and 
a vote of thanks accorded to Staff, Solicitors 
and Agents. 
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HOOVER LIMITED 








Another Year of Great Achievement 





Limited was held on March 31 at Perivale, 
Middlesex. 
The following is an extract from the annual 
review, which has been circulated to stock- 
holders covering the year to December 31, 1954: 


Tu Annual General Meeting of Hoover 


The year 1954 has been the most successful 
in the Company’s history. Both in turnover 
and profit we have far exceeded the record 
figures of 1953. The consolidated profit of 
{4,581,000 represents an jncrease of 49 per cent. 
over 1953 and 187 per cent. over 1952. Un- 
doubtedly the last three years have seen a 
meteoric rise in the fortunes of this Company. 


There were two external factors in 1954 
which helped enormously, the early announce- 
ment about purchase tax by the Chancellor of 
the Exchequer, and the withdrawal of hire 
purchase restrictions in July. Both announce- 
ments were well timed from our point of view 
as they were instrumental in maintaining the 
demand for our products at a high level through- 
out the year, thus enabling us to achieve 
maximum economies in the operation of our 
factories. The results just announced afford 
ample proof that the Company has taken full 
advantage of the situation which developed 
during 1954, and all concerned deserve every 
congratulation. 


The Home Market 


Although the expansion of our business 
applies to both home and export sales, it is 
proposed first to review our operations at home. 

Electric Cleaners.—Home sales of Electric 
Cleaners have increased by 35 per cent., and we 
continue to hold our dominating position in 
the Electric Cleaner market. We are very proud 
of our existing range of Electric Cleaners, which 
enjoy a world-wide reputation for efficiency 
and quality. 

Washing Machines.—This was the first 
full year of sales of our new Mark II Washing 
Machine and we are pleased to report an expan- 
sion of 42 per cent. in the total sales of washing 
machines. The Mark I machine is still tremen- 
dously popular and sales of this machine have 
continued at a high level. Combined, the sales 
of these two machines continue to dominate 
the washing machine market. 

Electric Polishers.——Business in our Hoover 
Electric Polisher has expanded along with our 
other lines, but turnover, considerable though 
it is, is relatively small in the Home Market 
compared with Cleaners and Washing Machines. 
It is in the Export Field that the Polisher has 
been most successful, especially in Australia, 
where Polisher sales are often as high as Cleaner 
Sales. 
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Electric Steam-or- Dry Iron.—The Hoover 
Electric Steam-or-Dry Iron was not introduced 
until November, 1953, and we have made great 
progress, limited only by our capacity to 
manufacture this new product. We believe that 
in the Hoover Steam-or-Dry Iron we have found 
another winner, and that as time goes on it will 
establish itself in the British market on a basis 
comparable with our Cleaners and Washing 
Machines. 


F.H.P. Motors.—Our Fractional Horse- 
Power Motor business has had a most successful 
year, sales in 1954 being more than double 1953. 
This is a most satisfactory result considering 
the tremendous competition in this field. 
Hoover Motors have established a very good 
reputation for efficiency and reliability. — 


The Export Market 


Conditions have been extremely satisfactory 
for expanding business in the Home Market 
during the year 1954. Conditions were not as 
favourable in our Overseas Markets. We have 
always fully realised the need to keep our 
exports at a maximum and have kept on full 
pressure to this end. 


We look forward hopefully to the day when 
the only trade barriers which exist between 
countries will be reasonable tariffs based upon 
a liberal interpretation of the countries’ 
requirements. 


Although we have been forced to manufac- 
ture in certain countries abroad, we realise that 
our main endeavours overseas must be in selling 
and wherever possible we have expanded our 
activities. 


We are continuing to supply substantial 
quantities of our products to the American 
Market and our total dollar earnings in the 
United States and Canada compare very 
favourably with past years. 


It is indeed gratifying to know that despite 
all our problems in the export markets of the 
world, and in this short Review only brief 
reference can be made to the major ones, we 
still sold 63 per cent. of the total British exports 
of Cleaners and 50 per cent. of the total British 
exports of Electric Washing Machines, both 
percentages in sterling value of exports. These 
figures do not include the sale of products 
manufactured overseas. 


Research and Development.—Since the 
war great strides have been made by our 
Research and Development Department. We 
are particularly pleased with their latest handi- 
work, our all Electric Washing Machine. It was 
introduced to the British Market at the Ideal 
Home Exhibition and has already received a 
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great welcome. We are sure that it will be 
equally well received in the overseas markets. 


It has been a year of great achievement on 
the part of all concerned and, as a result, 
Hoover men and women everywhere have 
profited. The Board is gratified to know that 
the Company is in such a strong financial 
position that it has been able to increase 
dividends and will also be able to pursue 
vigorously its policy of expansion. 


Distribution of Total Income 

The Government, as in past years, continues 
to take the bulk of our profits in taxation. It 
should be borne in mind that most of our 
products are still subject to a high rate of 
Purchase Tax, and when this is taken in con- 
junction with Income Tax and Profits Tax, it 
is found that 5s. 5d. in every / received by the 
Company is subsequently paid over to the 
Government. 

In view of the big increase in our profits it is 
interesting to examine what happens to each /1 





of income received by the Company. It is 
distributed as follows: 
s. d. 
Purchase Tax ne e-4 
Income Tax and Profits Tax =z 
Wages, Salaries, and Superannua- 
tion - - - Ne ee 
Materials ~ in 4 10 
General E x penses, including 
depreciation, maintenance of 
buildings, rent, power, Carriage, 
travelling, etc. .. xs 2 9 
Ploughed back into the business “is II 
Dividends .. - ve ‘a 8 
#I oO Oo 


It will be noted that the Government receives 
in taxation as much as the wages and salaries of 
all our employees. 


Purchase Tax 


Although many years ago our Hoover Electric 
Cleaner might have been considered a luxury 
used by only the select few, our Cleaners and 
Washing Machines are now sold to millions of 
British housewives and mothers who deserve 
relief from household drudgery. We believe 
that they should be made available to every 
housewife, and we intend to do everything we 
can to bring this about. Much as we would like 
a reduction in Income Tax and Profits Tax, we 
place in the forefront a demand for a reduction 
in Purchase Tax, the immediate effect of which 
would be to bring our labour-saving appliances 
within the reach of many more of the people 
who need them most. 

We have never been a Company to dwell on 
the past, but have always looked to the future 
to extend and enlarge our operations. The 
results for 1954 have set us a formidable target 
for the future, but you may rest assured that 
we shall do our utmost to record still further 
growth of the Company’s activities throughout 
the world. 

The report and accounts were adopted. 

















The Bank of N. T. Butterfield 
and Son, Lid. 
BERMUDA 


Established 1858 
Complete Commercial Banking and Trustee 
Department services 


Correspondents of principal English and 
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B A N K (Incorporated | in 


Turkey with 
PAID-UP CAPITAL - £5,000,000 


Limited Liability) 


The Bank transacts every 
description of English and 
Foreign Banking Business. 


BRANCHES throughout TURKEY and the 
MIDDLE EAST, including EGYPT, SUDAN, 
IRAQ, CYPRUS and JORDAN. 


Affiliated Institution in Syria and 


Lebanon: BANQUE DE SYRIE ET DU 
LIBAN. 

LONDON 20/22, Abchurch Lane, E.C.4 
MANCHESTER 56/60, Cross Street 
PARIS 7, Rue Meyerbeer 
MARSEILLES 38, Rue St. Ferreol 
CASABLANCA 1, Place Ed. Doutte 
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REFUGE ASSURANCE COMPANY LIMITED 








Increased Allocations of Surplus to Policyholders 





with the 1954 Accounts, referred to a 

remark by the Chancellor that ‘“ The 
great and continuing need of Britain is for the 
savings of the many—small but regular and 
in the aggregate a powerful contribution to 
future prosperity ’’. He said that it was in 
the regular collection of small savings and their 
investment in productive enterprises that life 
assurance, particularly ‘‘ home service ’’ life 
assurance as supplied by the Company, was 
so prominent and of such value to the economic 
stability of the country. 


Ti Chairman, in a statement submitted 


The combined new sums_ assured of 
{31,700,000 in the life branches was the greatest 
yet written by the Company in any year and 
the sums assured and bonuses in force had 
advanced to £323 millions. An encouraging 
start had been made in the business of the 
Fire and Accident Branch. 


Allocations to Policyholders 


In the Ordinary Branch a surplus of over 
{1,400,000 was allocated to policyholders to 
provide a bonus on with-profit policies at the 
rate of £1 12s. per cent. on the sum assured in 
respect of each year’s premium due in 1954 
and paid. This rate was an increase of 2s. per 
cent. over that of 1953. 


In the Industrial Branch /1,888,000 was 
allocated to policyholders. This sum, together 
with balances from previous allocations, was 
being used to provide additional benefits in the 
form of a reversionary bonus, that is, one under 
which the additional benefit is payable on 
death or maturity of a policy without any 
limitation as to the time within which the 


claim must occur. The bonus was granted to 
premium-paying and paid-up policies (with 
certain exceptions) dated prior to 1st January, 
1951, and ranged from £3 per cent. of the sum 
assured for policies dated 1950 to £11 14s. per 
cent. for policies dated 1928 or earlier. These 
bonuses were additional to permanent in- 
creases in sums assured already granted to the 
majority of policies dated prior to 1928, and 
would increase by over £9 millions the benefits 
which the Company had contracted to pay. 


The conditions under which paid-up policies 
were granted at advanced ages had also been 
improved and certain other increases in benefits 
continued. 


Investments 


The Company’s investments in ordinary 
shares increased by £3,400,000 to some {14 
millions—1o per cent. of the total assets. This 
large sum represented the aggregate of invest- 
ments—often of quite modest size—in many 
companies covering a wide range of businesses. 
Holdings in debenture stocks now aggregated 
£18,300,000, an increase of £2,700,000, and 
mortgages on property {184 millions, an 
increase of £1,900,000. The latter item was 
largely made up of House Purchase advances to 
policyholders. The total assets of the Company 
had increased during the year by over £54 
millions and included British Government and 
British Government Guaranteed securities of 
over £50 millions—36 per cent. of the total 
assets. 

The Chairman concluded with an expression 
of appreciation of the work of the Staff during 
the year. 











THE CHARTERED 
INSTITUTE 
OF SECRETARIES. 


DIRECTORS requiring the services 
of CHARTERED SECRETARIES 
to fill secretarial and _ similar 
executive posts are invited to 
communicate with the Secretary 
of the Institute, 14 NEW BRIDGE 

STREET, LONDON, E.C.4 











City of London 


In superb position close to Bank. First-class 
offices on ground, Ir. ground and Ist floor 
immediately available. Approx. 39,000 sq. 
ft. or would be divided into convenient 
units. Rent for whole under £1 per sq. ft. 


Apply : 
V. BEHRENS & CO. 
6 Suffolk Street, London, S.W.|! 
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HEAD OFFICE : OSAKA, JAPAN 
NEW YORK AGENCY: 
149 BROADWAY, NEW YORK 6, N.Y., U.S.A. 
LONDON REPRESENTATIVE OFFICE: 
4 COPTHALL COURT, LONDON, E.C.2., ENGLAND 
KARACHI REPRESENTATIVE OFFICE: 
No. 106 QAMAR HOUSE, BUNDER ROAD, KARACHI, PAKISTAN 


THE SUMITOMO BANK (CALIFORNIA) 
HEAD OFFICE: 440 MONTGOMERY STREET 
SAN FRANCISCO, CALIF., U.S.A. 
BRANCH: 101 SOUTH SAN PEDRO STREET, 
LOS ANGELES, CALIF., U.S.A. 
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COMPASS 
FoR THE SOUTH-WEST PACIFIC 


To a large extent, the navigator’s success is dependent on the accuracy of his 
instruinents and information. 

No less does this apply to the banker planning to meet the needs of customers 
having business overseas. In the South-West Pacific, you can rely on the services of 
the Bank of New South Wales—the most experienced and most widely-represented 
commercial bank in the area. The Bank of New South Wales offers a complete 
banking service at. over 850 points in Australia, New Zealand, Fiji, Papua and 
New Guinea. 


BANK OF NEW SOUTH WALES 


FIRST AND LARGEST COMMERCIAL BANK IN THE SOUTH-WEST PACIFIC 
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HEAD OFFICE: SYDNEY, AUSTRALIA MAIN LONDON OFFICE: 
British and Foreign Department 29 Threadneedle Street, E.C.2 
Manager — R. J. Neal Blackwell D. J. M. Frazer, Manager 


(INCORPORATED IN NEW SOUTH WALES WITH LIMITED LIABILITY) 
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DistTiNC TIGR! 


So hard to achieve but what an enviable and invaluable 
asset to possess. 















It shows in the choice of your possessions, at home in 
your surroundings, your clothes, your car and other 
belongings and marks you as a person of culture and good 
taste. 


Mia But those who do not know you so intimately will judge 
you by the quality of the private or business writing-paper 
you use and the die-stamped address or printed letter- 
heading on it. 


Does your business and private stationery carry the 
British Stationery Council’s 
label? If so, you can be sure it is 
of guaranteed quality. 


These papers are guaranteed to have 
a minimum rag content of 25% 
and are tub-sized and_ air-dried. 








ISSUED BY THE BRITISH STATIONERY COUNCIL 


Get it from your Stationer or Printer 
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Stripey 


A bequest for seamen’s welfare ? Excellent ! 
But there are so many admirable societies working 
in this field. The most experienced of bankers 
would find it confusing, were it not for King 
George’s Fund for Sailors. This central fund 
for all sea services supports the work of more 
than 120 welfare and benevolent societies. It is 
always informed of their needs, and makes 

grants accordingly. You can tell your client that 
there is no surer way of helping our seafaring 
community than a legacy in its favour. 


King George’s Fund for Sailors 
1 Chesham Street, London, S.W.1 











THE BANKER 


can be obtained through booksellers or newsagents, 
or from The Publisher, 72 Coleman Street, 
London, E.C.2, for 30s. per year, post free. 


For the convenience of overseas readers, 
subscriptions can be paid in local currency 
to any of the following addresses: 


U.S.A. British Publications Inc., 30 East 60th Street, New York 22. 

Canada. Wm. Dawson & Sons Ltd., 587 Mount Pleasant Road, Toronto 12. 
France. THE BANKER, 20 Place Vendéme, Paris. 

Germany. THE BANKER, Siebengebirg-strasse 5, Bonn. 

Belgium. W.H. Smith & Son Ltd., 71/75 Boulevard Adolphe Max, Brussels. 
Switzerland. Azed A.G., Dornacher-strasse 62, Basle. 

Italy. Messaggerie Italiane S.p.A., 52 Via P. Lomazzo, Milan. 

Greece. International Book and News Agency, 17 Amerikis Str., Athens. 
Brazil. R. B. Turnbull Ltda., Praca da Republica 148, Sao Paulo. 

Egypt. George Avartis, 8 Boulevard Abbas, Heliopolis. 


Or from Newsagents in all countries. If any difficulty is experienced, please notify 
The Publisher, who will make arrangements for local supply. 




















